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PREFACE. 


'^HE followmg few words of preface give me an oppor 
tunitj, of wliicli I hasten to avail myself, at once 
of introducing the present edition of Eicardo’s Principles, 
and of explaining the absence of any biographical details 
with regard to Eicardo’s life. I was first attracted to 
the study of the works by the eulogies passed upon 
them by J. S. Mill. That was naturally enough at the 
beginning of my economic studies. But the ardour with 
which I had turned to their perusal was greatly stimu- 
lated by my subsequent acquaintance with the writings 
of his German and English crithjs. I had listened to 
strong praise, but now I heard, or rather read, abuse 
equally as strong. It increased my desire for an intimate 
acquaintance with Mie personality, theoretic if no other, of 
the man who was capable of stirring up such veliemence of 
passion. 

To some degree, I must confess, closer study and investi- 
gation tended to confirm my former opinions. I had 
regarded Eieardo as a singularly abstract writer, and so I 
continue to regard him. But in respect of his personal 
and intellectual character I came to entertain new views. 
Like many others, I had learned to look upon him as doc 
trinaire, cold, and if anything a trifle illiberal and inehastic 
in thought. Sometimes, indeed, a Eieardo phantom of a 
cold, nneager, relentless law, which might be called inhu- 
man were it not so void of feeling, had grown up in my 
mind in place as it were of the figure of a man and a 
writer- But now I see how I misjudged him, how others 



XX 


PREFACE. 


have misjudged liim, by confusing the scientific formulas 
which he ‘developed with the man himself. He was ab- 
stract, not doctrinaire; precise, not dogmatic ; and always 
read^ to discuss, and, if need were, to remodel his opinions. 
That very acute observer. Miss E<lgewortli, gwes a few 
glimpses of him as she kiunv him in private life. Let ns 
picture him as he appeared to her and some others w^’ho 
knew him intimately. We meet a man in stature under- 
sized,'' but in “face handsopie and manners deiightful”; 
sonvBwhat compci,ed in his demeanour, but so full of 
interest and vitality that, we are told, he “ starts perpetu- 
ally new game in conversation." Wo may make liis 
acquaintance either in town, where he entertains his friends 
at delightful breakfasts, or at Gratcomb Park, where Miss 
Edgeworth at least seems to have found him agreeable in 
every character, save when he was driving his horses down 
a steep hill. A singular charm of maimer must have been 
his to kindle such a great j>crsonal alTection in the heart 
of the somewhat stoical James Mill. After this %ve cannot 
be surprised to hear that the younger of the Mills was 
attracted by *4iis benevolent counsel and kindliness of 
manner." 

But perhaps it was his conversational ability that most 
impressed itself strangers. He was acute, well informed, 
and conspicuously fair and open-minded. “ He is alto- 
gether," to quote once more, “one''of the most agreeable 
persons, and as well one of the best informed and most 
clever, that I ever knew." “I never argued or discussed 
a question wfth any person who argues more fairly, or less 
for victory and more for truth. He gives full weight to 
eve}:y argument brought against him, and seems not to be 
on any side of the question for one instant longer than the 
conviction of his mind is on that side. It seems quite 
indifferent to him whether you find the truth or whether 
he finds it, provided it be found." The characteristic 
depicted here of a calm, strong vitality, reveals itself 
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tlirougiiont his whole life. It buoyed him up ^Ri’iug the 
early anxieties of his career, when, receiving no support 
from his father, he began to frequent the Stock Excl^nge 
on his own account ; it stood him in good stead when he 
turned his'mind to scientific and social studies ; it strength- 
•ened him to bear with patience the perpetual rnisrepresen- 
tations to which his opinions on financial and agricultural 
matters exposed him. He thought firmly, freshly, and 
surely. G-lance at him but once again, ^ust turned aside 
from the excitement of the Exchange, he is sitting down to 
write, still within sound of the hubbub and rage of money- 
making, on the causes which determine value or regulate 
the shares apportioned respectively in wages and profits. 
This, no fancy picture, is but an illustration of the readi- 
ness and activity with which he sought opportunity for 
labour and study. The end came e^JI too soon. He died 
11th September, 1823, at the early age of fifty-one. Let 
us take leave of him in the spirit in which his last letter 
to Malthus closes. “ And nov», my dear Malthus, I liave 
done. Like other disputants, after much discussion w^e 
each retain om* own opinions. These discussions, however, 
never influence our f^endsliip ; I should not like you more 
than I do if you agreed in opinion with me.” 

Part of what I have learnt with regar<f to David Eicardo 
as a man I have endea'^oured to suggest in the foregoing 
page or two. I could wish that it had been possible to 
devote adequate s]pace to a sketch of his life, but the need 
of critical comment has been so frequent th^ I have not 
felt justified in further contracting, even for that purposg, 
what I have to say either in notes or in my Introductory 
"Essay. 

In conclusion, I must take this opportunity of thanking 
all those who have assisted me either by advice or with bib- 
liographical details in the preparation of the present edi- 
tion ; where so much kindness has been shown it would be 
invidious to particularize, But I am sure that all who 
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have so courteously aided me will feel with me, that differ- 
ently though we may estimate the rrlneq)les Political 
Econmiy and Taxation, we can agree m honouring its 
author as a honourable fellow-worker in the field of 
economic studv 

The following edition is a n^print of the third edition, 
the last, that is, published in Eieardo’s lifetime. It is 
obviously the one used by MacCuJ.loch in the Tlie 

few xliferences, iirising eliietly from iUTors of the press, 
have been noted, but they are iinhiip(niani. One para- 
graph taken from the second edition, but missing in the 
third, has been added to the text. Foi' purposes partly 
of reference, partly of future use, I have ]>aragra])hed the 
whole work, and added an analytical table of Contents. 
My notes are distinguished from those of the author by 
tlm employment of sq^^are brackets. 

E. C. K. Gonner. 

University College, Liverpooh 
January, 1, 1891. 


NOTE. 

The references to the Wealth of NatiouHavc, s{ive when otherwise 
noted, to the edition of that work editeil bv Professor Nicholson, 
1334. 
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Pkeloihstary Remarks. — 1. Mistakes made in estimates of Ricai'do’s work and 
method. 2 His many defects. 3. Attempted reawan'^einent of the matter con- 
tained in the Principles, etc, 4 Two chief subjects of investigation. Theory of 
Remuneration and Price. The Incidence of Taxation. 5. Unity of ami under- 
lying his apparent desultoriness. 6. His distinction between tempor»^y and per- 
manent conditions. 

3M vix Outline of the Theory of Remuneration and Value in Price — 1 . 
Value and cost of production. Meaning of latter term. 8, Value essentially of 
the nature of a ratio 9. Real value 10. Impossibility of an objectne standard 
of value. 11, Importance of a theory of Value m forming a theory of Distribution 
or Remuneration, i2. The payment of rent does not affect the real value to be 
shared in Wages and Profits 13. Interdependifpice of Profits and Wages. First 
/ ositioiL . 14. Price. 15. Further consicleration as to the relatnns between 
Labour and Capital 16. The natural rate of wages. The Standard of Comfort. 
Inter lependence of Profits and Wages. Second Position^ 17. Foreign trade, 
and its relation to theory of value, etc, 18. General treatment of the question of 
Remuneration by Ricardo. 

1’HE Incidence of Taxation.— 19. Genera! propositions as to taxation. 20. Taxes 
falling on Rent. 21. Taxes affecting Price. 22. Taxes falling on Profits. 23. 
General treatment of tl^ riuestion ot Taxation by Ricardo. 

Further Subjects for Consideration. — 24. Value, Utility, and Cost of 
Production, 25. Rent. 26. Foreign Trade, 27. CoucluMon. The importance 
of the work achieved by Ricardo. 28. Sofualistic d>heory and its reLtion to 
Ricardian Theory. 29 The work left for others by Ricardo. 

1 . 

A CRITICAL study of Ricardo is, I believe, all that is needed 
to convince the reader of tbe enormous difficulty of 
forming a correct estimate of bis work and intention. It is 
natural that this should be so. There are few writers so open to 
misunderstanding, and few indeed whose real merits have been so 
completely thrust out of sight by other merits fancifully attri« 
buted to them. The Principles of Political Economy and Taxa-- 
tion has been invested with the portentously solemn character 
of a complete scientific handbook, while its author bas been praised 
alike by friend and foe for rigid logic, careful method, and an 
exactitude of definition, almost mathematical in its nature. 



XXIV 


INTROBUCTOBY ESSAY. 


such an extent has this attitude been assumed that till some fev 
years ago hardly any critic, however unfriendly, hesitated to give 
his assent to the proposition that Ricardo’s conclusions, his pre- 
mises once granted, were irrefutahle. And yet it is hardly pos- 
sible to doubt that the eulogies thus lavidily If carelessly bestowed 
are not those to which Ricardo is best entitled. It is doubtful, 
perhaps, whether he is entitled to some of them at all. So far is • 
the work under consideration from being a perfect work that it 
is disfigured by blemishes and defects of very many kinds. 
JSTot only is it remarkable for infelicity of language, with all its 
fatal consecpiences of exaggeration and obscurity,^ but the gram- 
mar 'itself is halting and the accuracy often apparent, fallaciously 
apparent, rather than real. Instances of these defects occur 
throughout the book to such an extent that it is nnnecessary to 
do more than make a passing reference to them here. With 
regard to grammatical errors, which, though pardonable in a first 
edition, grow unpardonable in a second or third, no more need 
be said. They are hardly worthy of mention at all, save for the 
purpose of calling attention to the evident laxity which charac- 
terizes much of the treatise. The two other fiiults need perhaps 
a few further words. Ricardo was well aware, as we gather 
from his laments to Malthus, of his own want of literary facility. 
To his credit he it said, that grave though it is, he was inclined 
to overrate it rather than otherwise. But if it were not all that 
ho feared, it was a serious drawb^k, as anyone can see who 
reads, for instance, such a chapter as that on the Comparative 
Value of Grold, Corn, and Labour (ch, XVIII .). By reason of it he 
glided into a most ambiguous use of such phrases as that of 

high wages,” “ rate of profit ; ” while through it he fails at 
times to add those saving clauses of exphuiation or correction 
which are reejuired, to take a typical case, in his account of the 
relations existing between profits and wages. It is true that in 
many instances these explanations are given in some one or other 
place, but the singular want of the power of lucid expression to 
wllich I have been adverting seems to have forced him to jot 
dowic what are more like pencil notes for a chapter or paragraph 
than the chapter or paragraph itself. So much for the errors 
attributable to this particular defect; but the inaccuracy which has 

3 Much, however, of the obseuritj?’ alleged against Ricardo arises, as De Qnincey 
says, " oxit of the frequent ellipses or suppression of some of the links in a long chain 
of thought.”— 2emjj/arV Diahynes ; ForAs (Eep. 1886), vol, iv, 1$;^, 
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been noticed in connection with it manifests itself in other direc* 
tions as well. On one occasion, for instance, he gives a wrong 
reference (p. 4), on another he develops a w^hole host of small 
though not wholly unimportant mistakes in the long calculation in 
the chapter on Profits (p. 115). 

2. But there are further errors than those which we have been 
^ just occupied in noticing. Ricardo is a singularly unsympathetic 
critic. Though much of what he says with regard to the subjects 
on which he differs from Adam Smith is true, and though there 
is not the smallest reason for thinking that be ever sought repu- 
tation at the expense of his great predecesj^r, there are many 
instances in which either a more thorough study of the context 
or a more liberal interpretation would have rendered his obser- 
vations unnecessary. 

His want of method, however, is a fault of very different mag- 
nitude from the foregoing. It goes far to render much of what lie 
means and wishes to say unintelligible, while even did it not do 
this it would be inconvenient by reason of the continual com- 
parisons and reiterations which it entails on the unfortunate 
student. It is difficult, nay, well-nigh impossible, to trace the 
connection which binds together, or is supposed to bhid together, 
the various paragraphs of some chapters, as for instance in the 
case of the two contained in the chapter on Gross and Net 
Revenue, But the lack of method shown in the faulty arrange- 
ment of the paragraphs sinks into nothing by the side of the 
want of system exhib^ed in the whole hook. Ko doubt there 
was a special reason for this. Ricardo seems to have sent his 
work to press before it was finished, and to h^e occupied himself 
in preparing additional matter to be yielded to the printer on 
demand. Such a system, or want of system, is bad in anyone’s 
case, but it was absolutely fatal in the case of a writer so pain- 
fully unmethodical as Ricardo. Again, in the second and third 
editions he adds to his work without any attempt t# recast it as a 
whole. As to the mode of its operation we have abundant 
proof. There is some semblance of order among the first eighteen 
chapters, but from thence onward we are led from one subject to 
another with the pleasing consciousness of everlasting surprise. 
There is seemingly no reason why the additional chapters on 
taxation should be separated from the main groove devoted to 
this subject, but for some reason or other they come trailing 
slowly along in the rear; perhaps, because Ricardo did not awaken 
to their necessity till after the other intervening chapters had been 
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interposed. There is no logical reason, agayi, why the chapter 
on Machind^'y should be shovelled in as it is at the very extreme 
end, whereas its proper place would be after the chapter on 
Suddtri Changes in the Channels of Trade. Many of tlie - later 
chapters, indeed, are little other than the investigation of parti- 
t ular cases of general principles set out in the earlier portion of 
the work. They are subsidiary or even at times explanatory 
of these latter. As such, they might be treated as notes or 
appendices. 

3, The temptation is not sma^l to endeavour to give the whole 
worjj a more systetuatic appearance by some sucli adjustment, 
but as so great a liberty as this would be unpardonable in an 
editor who wishes to display Ricardo’s leading principles rather 
than to conceal his faults, all that can be offered here is a cor- 
rection of the order in which his chapters are arranged/ 

They should be read as follows : — 

I. On Value. 

XX. Vahe and Riches.^ their Disiinctwe Properties. 

XXVIIi. On the comparative value of Gold, Corn, and 

Labour, in Rich and in Poor Countries. 

XXVII. On Currency and Banks. 

i V. On Natural and Market Price. 

XXX. On the Influence of Demand and Supply on Prices. 

II. On Rent. 

III. On tbe Rent of Mines. 

XXIV. Doctrine of Adam Smith concerning the Rimt of 
Land. 

XXXI I. Mr. Maltliuds Opinions on Rent. 

V. On Wadies, 

VI. On Profits. 

XXI. Effects of Accumulatio^i 07i Profits and Inter^esi, 

VII. On Koreign Trade. 

XXV. On Colonial Trade. 

XIX. On Sudden Changes in the Channels of Trade. 

XXXI, On Machinery. 

VIII. On taxes. 

IX. Taxes on Raw Produce. 

X. Taxes of Rent. 

XL Tithes. 


1 It IS uiteresting to compare the arrangement of chapters below with that snggestesl 
by De Quincey’s work.s (Reprint, 1886), vol. iv., p. iS9. 



INTRODUCTOKT ESSAY. xxvii 


XIL Land-Tax. 

XIII. Taxes on Gold. 

XIV. Taxes on Houses. 

XV. Taxes on Profits. 

XVI Taxes on AY ages. 

XVII. Taxes on otlier Commodities tlian Raw Produce. 

XVIII. Poor Rates. 

XXIX. Taxes paid hj the Producer. 

XXVI. On Gross a7id Net Revenue. 

XXIT. Bonntie>s on Exportation and Prohibitions of Importa- 
tion. 

XXIIT. On Bounties on Production. 

4. The book thus falls naturally into two portions, one con- 
cerned with the mode in which the wages and profits are 
deternfmed, the other with the effects of the various methods of 
taxation. The mode of remuneration and the effects of taxation 
are, as Ricardo explicitly says, the subjects of his work. To 
some extent these two subjects form one^hole, for in the inves- 
tigation of the latter Ricardo seeks for giiidaiice from the former 
as to the way in which taxes may be imposed and collected with 
the least possible interference with the well-being of the com- 
munity. That well-being he conceives of as absolutely depen- 
dent for its permanence on the action of the laws regulating the 
distribution of wealtli. I'heii!* investigation is thus his great aim, 
and, as is but natural, il occupies by far the larger part, nearly 
two-thirds, of the treatise. To their delineation he lends his 
whole powers, he combines the theories of others, he examines 
hypothetical eases of exception, criticises adverse opinions, and 
purposely subordinates to their exposition many subjects which 
might have been made the opportunity for much intex'esting and 
independent discussion. It is this remarkable tenacity of aim 
which distingnislics his treatise from many whicli' surpass it in 
method and literary excellence. Obscured tbougb it is by tire 
defects about which so much has been said, it is the underlying 
characteristic of his work from beginning to end. 

d. AY^hat are the laws according to which remuneration is in 
the long run distributed, is the question be sets himself to answer; 
and desultory though many of bis disquisitions may seem, tbey 
are one and all directed to the maintenance and development of 
this his main thesis. AATiat the nature of that was, and how lie 
sought to establish it, we shall consider presently, but here it is 
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well to reiterate once more that Ricardo, how^ever desultoiy in his 
writings, was anything but desultory in his mind. His want of 
system, indeed, prevents ns from comprehending the connexion 
existing between one chapter or one section and another, but the 
bond of unity consists in the fact that each argument which he 
develops is a separate attempt to strengthen the principles he 
was laying down with regard to the distribution or division of 
wealth. 

6. Tn the next place, we cannot but be led astray if we neglect 
the distinction drawn by Ricardo between temporary effects and 
conditions and thi.>re which are permanent. Two chapters, viz., 
IV. and XXX., are wholly devoted to the consideration of this 
difference and its causes. In these he states as explicitly as can 
be desired that throughout his work he is proceeding on the 
assumption that the la'ws of which he is treating are those whose 
power and operation would be perceived and universally efficient 
if it were not for temporary and accidental causes (§ 34). These, 
as he says, he puts on one skle. Now, it is quite possible that 
he underrated the effecC and frequency with which these causes, 
termed temporai-y and accidental, made themselves felt; but 
surely, after so plain an avowal, it is unjust and childish to 
condemn Ricardo for believing that the laws thus interfered with 
^vere constant in their action. As a matter of fact this is pre- 
cisely what he was occupied in denying. 

7. With these words of caution ^vc caii^now proceed to sketch 
the main outlines of his argument. In order that this delineation 
may be closely connected, that the effect and reaction of the 
various influences may he as clear as possible, it will be well to 
reserve for after consi<leration some oMie main points of impor- 
tance on which so much of his whole theory depends. 

He begins, ns is well known, by a discussion as to the nature 
of value, an^ the possibility of a perfect standai'd of value. 
Commodities tend to exchange for each other according to the 
r^espective amounts of labour embodied in each. Of course no 
commodity will be exchanged, or exchangeable, for anything 
else, unless it be capable of gratifying some desire or want; but 
granted the possession of utility {§§ 2, 3, pp. 5, 6), the quanti- 
tative ratio or exchange value of commodities, save in the case 
of those which are the subject of monopoly (§ 4, p. 6), is deter- 
mined by their cost of production, or, in other words, the ratio 
in which commodities exchange for one another, is regulated by 
the amount of labour realized in them (§ 6, p. 7). This depends 
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on tlie action of tlie principle of competition which direcis effort 
into the most profitable channels (§ 33, p. 66), Under tlic teim 
“labour” is comprised, however, labour of different degrees ofskill 
or intensity, and so, in speaking of labour determining valuef*we 
must not forget that one hour of one kind of labour may be worth 
many hours occupied in the performance of another kind (§13, 
p. 15). Again, labour involved in production may be either 
direct or indirect, the latter being that labour required for the 
prior manufacture of instruments or other capital employed in 
the final act of production (§ 14, pp. 17, 18). But here, in view 
of subsequent discussion, we must notice that#it is not possiJ)le 
to compare effectively the result of the labour of the past with 
the labour of the present. “ The estimation in which different 
qualities of labour are held comes soon to he adjusted in the 
market ” (§ 13, p. 1 5), but this is not the case with regard to that 
labour wdiich has been employed in producing and that engaged 
in (‘o-operating with capital. Capital then cannot be invariably 
treated as so much compressed labour (§ 18). For the present 
this difficulty may be put on one side. 

Thus the original statement that commodities exchange in the 
ratio of the respective amounts of labour exerted iu their pro- 
duction needs certain explan ationi^. In the first place, by the 
term “ labour ” we must understand not only labour of varying 
degrees of skill, but also capital or labour employed in the pro- 
duction of capital as well as lafjonr. This, then, is the sense in 
which Kicardo himself i-aterprets the plirase “costof production” 
(§ 21, p. 39, note). In the second place, it is necessary to note 
that the market rate of exchange maybe deternfined by accidental 
or temporary causes which cause it to differ from the normal 
rate (§ 34) ; thus the relations of demand and supply determine 
the market price of all commodities for a limited time, though the 
exchange of all commodities which are subject to competition, and 
where quantity may be increased in any moderate^'degree, will 
ultimately depend, not on the state of demand and supply, but^ 
on the increased or diminished cost of their production * 
(§ 134). 

Such, in ontline, is the relation conceived of by Ricardo as 
existing between value and cost of production. It leads to 
important corollaries. 

8. In Ricardo’s view, the whole economic effort of the country 
presented itself as embodied in the commodities produced. Yet 
as an increase in these commodities need not involve an increase 
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in the effort, or, to use the more ordinary Jerm, the labour pro- 
ducing them, so no augmentation of value is implied. Value, as 
Eiearcio saw so clearly, despite the frequent accusations levelled 
asrrinst him, was of the nature of a ratio ; thus an increase in the 
total quantity of commodities does not necessarily involve an 
increase in value. 

9. Ricardo, howevei*, travelled back behind this conception of 
value. Each commodity represents, as has been said, a certain 
amount of force, and thus the total quantity produced represents 
the total force of the country^ Should invention facilitate pro- 
diystion, none th^ less would this relation hold, and therefore 
each commodity subject to this invention must cease to represent 
so great an amount of force as had previously been the case. In 
other words, its real value would he less. There may thus be 
an increase or decrease in the degree to which separate commo- 
dities partake of real value, as also an increase or decrease in 
the total real value possessed by the whole community. The 
mass of commodities may vary though the value remain the same, 
just as the amount of#^ water in a stream may vary without any 
effect being produced on the velocity of its current. So, too, total 
real value may be altered just as the velocities of streams may 
differ, though the size of thei,channel down which the water flows 
be the same. The illustration is, I am well aware, very imper- 
fect, but it may serve to bring into clearer light the nature of 
Ricardo’s conception of value a§d real value. There is thus 
every possible difference between ricJhes and value (§ 92). 
Riches, indeed, are not necessarily related to value at all (§ 93), 
for value depends not on abundance but on the cli ffcul ty or 
facility of production (§ 9*2). This much is clear, and I belicre 
that no attentive student of Ricardo will fail to admit tlie 
tenacity with -which he adheres throughout to this conceptiem. 
The connection between exchange value and so-called real value 
is simple. "X)ii the degree to which a commodity, as compared 
*with other commodities, is possessed of the latter dc])ends its 
position in the ratio of exchange. By the use of a measure such 
as this it is easy in theory to see whether a change in the power 
in exchange possessed by one commodity be due to a change 
it or a change in those commodities for which it exchanges. 
(§ 12 , p. 12 ). At times, indeed, Ricardo seems about to make a 
great mistake. He nearly calls cost of production the cause of 
value ; he does call it the foundation (§ 63, pp. 7 , 14). When 
he speaks of it as regulating exchange value, he is certainly cm- 
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ploying a far more |0cnrate expression. Pursuing tlie distinc'tion 
drawn above between riches and value, we see that that whicli 
might serve as a standard of riches would not necessarily be a 
standard of value (§ 93). ^ 

10. Such a standard is hard, practically impossible, to find 
(§ § 21, 53). It certainly is not presented either by corn or by 
.labour bought or hired in the market, as Adam Smith appears 
to think (§§7-12). Corn is variable like other commodities; 
and so, too, is labour, for the amount of labour which can he 
obtained in exchange for a j^articular^ commodity do§s not 
invariably correspond to the amount employed in its production 
(§ 7). Indeed, if labour he construed in its strict sense as w%ge- 
paid effort, z.e., the only kind houglit in the market, it is quite 
clear that there will not necJfssarily be any particulai correspon- 
dence between it and the more general labour o:^ efibrt exerted in 
production. Commodities tend to exchange according to their cost 
of prodiiction, hut that cost of production includes the exertion 
of capital as well as of labour. The reward of actual labour, 
moreover, is not necessarily in proportion to that which it pro- 
duces. Ricardo unfortunately fails to exhibit in a clear light the 
difierence between the efibrt exerted in production and the labour 
which, according to Adam Smith, is to be revrarded by the receipt 
of the produce. The difierence is very important, since, owing 
to the position of the standard of comfort, though the reward of 
labour be low, that of capita^ may be bigh. Labour, then, is no 
correct standard ; coim, as we have already seen, is not a stan- 
dard; nor are the precious metals of any gi'eater worth as a 
standard (§8). 

There is an important difierence between Ricardo’s assertion 
that commodities tend tb exchange according to their cost o€ 
production and the attempts made to estimate value by measuring 
commodities in terms of one or other of their number. These 
are all variable from individual and separate caua<^. Corn may 
be influenced by causes particular to itself, as also may labour, 
but when he speaks of commodities exchanging according to 
their cost of production, he speaks of their varying accordiirg to 
the amount they represent of an element common to all of them. 
Thus a change in it afiects not one commodity but all. Further- 
more, as it is the main object of this part of his work to consider 
the relation of wages and profits with price or price value, he is 
taking as his measure of value the one thing which changes as 
prices or as ratios change. This will be dealt with briefly. 

IL What is then the object of the preceding discussion? It 
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has been entered into solely as preliminary Jo a consideration of 
the laws according to which the distribution of value is regulated. 
No sooner is this touched upon than the advantages afforded 
by t^ie previous argument become manifest. Whatever be the 
productiveness of the energies of the people, whether these 
energies issue in much or in little does not matter, for tlie question 
is one of value; what part of the total value goes to one class, ^ 
what part to another. “It is not by the absolute quantity of 
produce obtained by either class that we can correctly judge of 
the rate of profit, rent, and wa^es, but by the quantity of labour 
required to obtaini^that produce” (§ 23, p. 41). The problem 
is one of value. As such Ricardo treats it throughout. He 
does not inquire how the total riches produced are divided, but 
how the total value is divided. From his very assumption of the 
effects of competition, as from common knowledge, it might be 
answered among those whose efforts regulate that value. Ricardo 
himself might say, those efforts give it that exchangeable value, 
and therefore if we conceive of the value of the country as a total 
value, that total will b^ distributed among those who have put 
forth the efforts. If labour is treated as quantitative, as Ricardo 
has treated it by the explanations given in the earlier part of his 
treatise (§ § 13-16), all kinds^of effort being reckoned in terms 
of a labour unit, the answer is rendered as simple as possible. 
Any inequality in reward would, through the agency of competi- 
tion, attract more labour into particular channels, until at last 
equilibrium would be attained. Rewards, and wages, and profits are 
therefore not the cause of price ; a rise in them does not occasion 
a rise in price, a fall does not occasion a fall in price ; for other- 
wise, price being here a mere expression for value, they would 
cause a general change in the ratios in which commodities 
exchange for one another. That is obviously impossible ; there 
cannot be a general rise or a general fall in exchangeable value. 

12. But ib may be urged that this whole position is invali- 
dated by the payment of rent. Value is a ratio, but what if in 
the case of certain commodities their place in the ratio be deter- 
miiS^d not solely by the amount of effort going to their produc- 
tion, but by the necessity their producers are under of making a 
certain payment termed rent? Will not that invalidate the law 
that commodities exchange according to their cost of production 
— law which, be it remembered, lies at the root of Ricardo’s 
whole treatment of the question of remuneration of effort? 
(§ 24). In answer to such possible questionings as these Ricardo 
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enters on tliat portion* of Bis work devoted to rent (§ ^ 24-33). 
Bent, Be argues, is a wBollj exceptional payment, and does not 
affect tBe question of exchange value at all, that value being 
determined by the relative quantities of labour expended uns^er 
the most unfavourable circumstances. TBe value, indeed, of 
each separate commodity depends on the amount of effort, or, in 
Blcardian phrase, of labour, involved in its production. Identical 
commodities are not, however, always produced by the same 
amount of labour. At times and under certain circumstances 
more will be required than at others. But commodities which 
are absolutely identical in amount and quality ^ust always ex- 
change exactly for one another. They will therefore exchange 
for similar amounts of any other commodity or commodities. 
This is the law of indifference which Ricardo assumes rather 
than states. But if exchange takes place according to tlie cost 
of production, it may be asked which cost of production is the 
determinant of the value of commodities such as the above. In 
direct contradiction to the opinion of Adam Smith (§ 111), 
Ricardo states with the utmost lucidity tj^e principle that tlie 
.cost of production is that of the particular production which 
takes place under the most unfavourable circumstances. “ The 
exchangeable value of all commodities, whether they be manufac- 
tured, or the produce of the mines or the produce of the land, is 
always regulated, not by the less quantity of labour that will 
suffice for their production unde^circumstances highly favourable, 
and exclusively enjoyed# by those who have peculiar facilities 
of production, but by the greater quantity of labour necessarily 
bestowed by those who have no such facilities ; by those who 
continue to produce them under the most unfavourable cir- 
cumstances ; meaning — by the most unfavourable circumstances, 
the most unfavourable under which the quantity of produce 
required renders it necessary to carry on the production.” 
(§ 27, p, 30). The total rental of the country is then tl?e total sur- 
plus amount of produce obtained by labour exerted under more 
favourable conditions over and above that produced by the 
■' labour exerted under the most unfavourable circumstances. A^ 
this is so, and as the real value embodied in each commodity 
depends upon the amount of the labour (effort) necessary to its 
production, an increase of rent will be coincident with an increase 
of total real value, both being determined by the circumstances 
under which pi*odaction takes place in the country (§119). In 
amount indeed the two are the same, the increase of value 
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forming, so to speak, the rent. Thus it is^hat rent is a payment 
which stands wholly outside value, the same circumstances which 
render the payment of rent inevitable, bringing about a corre- 
sponding increase in value. The real value of the remainder, 
that is, of the amount to be divided in remuneration of the efforts 
exerted in production, is the same as that of the previous amount 
apportioned in the same payment (§ 42). This then is the impor- 
tance of the new treatment of rent in the Ricardian theory of dis- 
tribution. Into the question of the originality of his exposition 
of the principles of rent we n^ed not enter at present. 

13. Here, theti, we are brought face to face with the great 
problem to be solved in the first part of the treatise which 
we are criticising. The results of the previous investigations 
may be stated briefly. The whole efforts of the community 
embody themselves in commodities, each commodity attaining a 
certain position in the ratio of exchange corresponding to the 
amount of effort employed in its production. The total value 
thus created by effort must be distributed, or rather by assump- 
tion is distributed, lynong the various producers, since it is this 
distribution that regulates the exchange according to the costs 
of production. The payment of rent makes no alteration in the 
value thus distributed, sinc^ the circumstances occasioning rent 
occasion likewise a coincident increase in value. With the total 
amount of commodity, or riches, thus to be distributed we are 
not concerned. That, varies acqjirding to the condition of pro- 
ductivity in which the country is. "^he point at issue is the 
determination of the division of value ; that ascertained, and 
the condition of productivity being known, it will be easy to 
determine the comfort enjoyed by the various classes. 

The first position assumed by Ricardo is as follows. The 
total value thus remaining is divided among the forces engaged 
in production. These various forces, reckoiH‘d as so many laboxir 
units, sham according to their quantity. Now from this we see 
clearly that, so far from a rise in remuneration causing a rise in 
price, or vice versd^ there is no such connection whatever between 
the two. To speak of such a connec^on is simply unmeaning — 
xinmeaning because to Ricardo the phrase “general inse in remur 
neration’’ has no meaning in itself. In the language of everyday 
life, a general rise in remuneration means that each effort of each 
productive agent is rewarded by a larger amount of comfort, 
necessaries, or luxuries ; but this is an increase in riches^ not in 
value* Granted that the total value remams the same, granted 
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tliat from this total *value no portion be arbitrarily abstracted, 
the rate of remuneration, as estimated in terms of value, is 
unalterably fixed. Effort receives the same value, whatever 
amount of commodities may be its reward. The proof is cl^ftar, 
beyond all need of comment ; there is no reason to doubt the 
cogency of the argument thus formulated in the mind though 
unfortunately only implicitly and obscurely, though none the less 
necessarily developed in the pages of the great theorist. An 
alteration in the general productiveness of effort cannot and does 
not cause an alteration in the rate of remuneration as measured 
in value. In consequence, it cannot and doe®* not occasion an 
alteration in the ratios in which commodities exchange. Tfius 
it is that Ricardo seeks to establish the principle that the ex- 
changeable value of commodities does not depend upon the amount 
of reward which is received by those who produce them. Looked 
at in another way, the position is equally clear. As these com- 
modities exchange in a particular ratio — ^they themselves forming 
the reward of those who produce them — no alteration in their 
amount occasioned by some change in thp productive power of 
effort can cause a change in the ratio according to which they 
exchange. A general rise in the rate of remuneration cannot 
then occur; but it may be suggested that there may be an 
alteration in the amount of value apportioned to particular units. 
It must, however, be remembered that for the present we are 
assuming that all labour, including the effort of capital, can be 
estimated in terms of »mple labour units; it must further be 
remembered that Ricardo is speaking of permanent and not of 
temporary conditions (§ 34). The suggestion, therefore, so far 
as it concerns the subject under present discussion, need not 
occupy our attention. 

14. All this time we have been speaking of exchange value and 
not of price. Now we must substitute the latter term for the 
former, following the definition of price, given by*i Ricardo, as 
value estimated in terms of the precious metals (§§ 22, 23, etc.). 
Gold and silver are, of course, variable like all other commodi- 
ties, but to prevent dificulty they are assumed to be invariable 
(§ 21, p. 38), and therefore money price represents the respec- 
tive real value of the various commodities. AR, then, that has 
been said about value may be extended to price. It may, how- 
ever, be noticed that any alterations which take place in the 
exchange value of gold and silver, inasmuch as they will alter 
the money denominations of all other commodities in the same 
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degree cannot, at least in the assumed ftnctionless conditions, 
affect the laws previously laid down. As Ricardo says, the only 
effect produced will be upon price— that is, upon the estimate of 
alfcommodities in terms of one. The change is in the one, not 
in the many. 

15. Returning again to the consideration of reward and value, 
we see that if at any time a greater share in the value be given 
to any of the labour units, it will be subtracted from the value 
apportioned to others. This in itself woukl^ seem of little 
importance, since the action »of competition would rapidly tend 
tGk bring about afresh equilibrium, were it not for the important 
fact, to which we must now revert, that, despite all asmmption, all 
effort cannot be expressed ni terins of simple labour units. Pro- 
bably some such proportionate adjustment does tend to take 
place between labour possessing as it does various degrees of skill ; 
but when labour has once been embodied in capital, free mobility 
such as that assumed at the very beginning of tins analysis, will 
be impossible as between the respective possessors of labour and 
capital- Capital is (tie thing, labour another. 

Bat how, it maybe asked, will value be divided between these 
two great agents ? Ricardo answers that the share of the one 
wdll depend upon the share«of the other, “ Profits," he writes, 
‘‘ it cannot be too often repeated, depend on wages not on nomi- 
nal but on real wages ; not on the number of pounds that may be 
annually paid to the labourer but «n the number of da-ys’ work, ne- 
cessary to obtain those pounds " (§ 52, 124, and cf. § 45). Just 

notice that he never asserts or imagines that wages and profits 
cannot increase together so far as the amounts of commodities 
ivhich measure them are concerned? ^ This is an entire and most 
gratuitous misinterpretation of his words. What he denies is 
that one can obtain a larger share of the total value without the 
other experiencing a diminution in its share. If a certain number 
of days’ hiBour have been expended in producing the commodi- 
ties in a community and if profits come to comprise commodities 
which are the results of an increased number of these days’ work, 
tlien wages must be content with the results achieved in a smaller^ 
number of these days. “ If the corn is to be divided between the 
farmer and the labourer, the larger the proportion that is given 
to the latter, the less will remain for the former " (§ 18, p. 28). 

1 No law can be laid down respecting quantity, but a tolerably correct one can 
be laid down respettmg proportions.’-— p, 175 . 
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Sucli, tlien, is the conclusion at which Ricardo arrives in what 
may he called his first treatment. The quantitative reward of 
effort does not affect the ratio according to which commodities 
are exchanged or the price. Again, the rate of profit depends 
essentially upon the rate of wages. With reference, however, to 
the former proposition, one explanation must be made. Com- 
modities exchange according to their costs of production, that is, 
according to tl^^e amounts of capital-with-labour employed in 
their production. But there is no "competition~that is, effective 
competition — ^between the owners of capital and the owners t>f 
labour. If, for instance, the material inducement to labour be 
increased, if every effort be offered a larger amount of satisfac- 
tion, capital will not be able to turn itself to perform the functions 
of labour until equilibrium be restored, though '•If one kind of 
labour be disproportionately highly paid to another, those engaged 
in the latter will transfer their energies to the former. That 
this species of competition does not obtain, then, between labour 
and capital, makes it necessary to introdu'^e an important pro- 
viso in the treatment of exchange values. The foundation, as 
Ricardo somewhat laxly calls it, of value is that commodities 
exchange according to their respectJive costs of production, and 
certainly the foundation of this is that until such be the case, 
effort will flow into those employments where the reward is 
higher. But now we come t# this fact, that this possibility of 
free competition does not exist between capital and labour. 
Such, at least, is the conclusion towards which Ricardo’s lan- 
guage points (§§ 17, 18). This much, at any rate, he takes for 
granted, that an alteration ip the actual wages of labour will not 
cause an immediate transfer of energy from capital-form to labour- 
form. Consequently it is necessary to introduce “ an important 
modification of the rule that commodities never vaiy in value, 
unless a greater or less quantity of labour be bestowed on their pro- 
duction, it being shown in this section that without any variation 
in the quantity of labour, the rise of its value merely will occasiqji 
a fall in the exchangeable value of those goods, in the production 
of which fixed capital is employed; the larger the amount of 
fixed capital, the greater will be the fall” (§ 18, p. 31). It is 
needless, however, to add that the total sum of the real value in 
the country will not be affected, since wbat one commodity gains 
in real value another will lose. This explanation, however, intro- 
duces a very important question with regard to the relative 
meanings of real and exchange value, since it showa that the 
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extent to wliicb a commodity embodies value in exchange may 
altgr, even though the commodity itself be produced by an un- 
varying quantity of labour and capital, through changes occurring 
in the respective extents to which labour and capital share tlie 
total value. Into a discussion of this point Ricardo unfortunately 
does not enter. 

Two principles have been established by the foregoing argu- 
ments. The rate of remuneration, whether mea^red in value or 
in riches, is not the cause of alterations in price ; if in riches, 
stftl less indeed than if in value. Again, the two great agents in 
production, labour and capital, so divide total value between 
them that an increase in the value obtained by the one implies 
a diminution in the share of value falling to the other. 

16. In the lecond place, Ricardo applies himself to a more 
detailed investigation of the laws regulating this latter division 
of value. He desires, in fact, to go behind his earlier position. 
Passing from temporary modes of regulation, he seeks the great 
tendencies which ulthhately control the division of the value of 
the country among these two chief agents of production. The 
first phenomenon receiving investigation is that of wages. In 
this connection the law of population is introduced. To sum- 
marize its action, we may say that it asserts that there exists a 
tendency for population to increase with an increase in wages 
(§ § 35, 36) — an increase of wag^s in this instance meaning not 
an increase in the proportion of value awarded in remuneration 
of labour, but an increase in the quantity of food, necessaries, 
and conveniences received by the labourers. Under certain cir- 
cumstances, however, such an incre^^se may take place without 
causing or attracting a corresponding augmentation in the num- 
ber of the population. “ The natural price of labour,” it is said, 
“is that price which is necessary to enable the labourers one 
with another to subsist and perpetuate their race without cither 
increase or diminution ” (§ 35), but further on we hear that “ it is 
npt to be understood that the natural price of labour, estimated 
even in food and necessaries, is absolutely fixed and constant. 
It varies at different times in the same country, and very mate-"" 
rially differs in different countries.”^ (§ 37). Unless labour 
obtain then the necessary quantity of commodity denoted by the 


I The itaportanee of this rariability in the Standard of Comfort is very great. 
Ritardo*- insistence upon it has been very often overlooked. For recognition see 
Professor Cnhirs Stn hen,** 
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standard, it will not only be unable to increase, but even tend to 
decrease. If, on tbe other hand, it obtain a greater quantity, it 
will increase in number until each member is in receipt of ^the 
necessary quantity, when all further increase will be stayed. 
(§ 38). At any moment of stable equilibrium, the total rml 
value of the country, reckoned on the supposition that all the 
effort of the country be employed under the most unfavourable 
circumstances, deduction in all other cases being made in the 
form of rent, vwll be divided between the labour force and the 
capital force of the community in such a way, that labour may 
receive enough to maintain it. The remaining share of the t(?tal 
value will appertain to the owners of capital as profit. This 
latter share may vax'y then in its proportion to the whole value, 
in accordance with quantitative variations in the share of labour, 
for it may occur that the quantity of commodities comprising the 
standard of comfort may represent at one time one, at another 
time another, proportion of the total value to be divided. Of 
course it may happen, and sometimes no doubt does happen, that 
changes in the quantity required correspond exactly to changes 
in the conditions of productiveness obtaining in the country, in 
which case the same value will he the share of labour at one 
time as at another. But this correspondence is by no means 
necessary. The rate of profit, as measured in value, may change ; 
but not only may this rate change, but the rate of profits as mea- 
sured in commodities giay alSo change ; or, in other words, the 
percentage which these latter bear to the commodities composing 
the whole may alter. This leads to another consideration. Suck 
changes may affect the very existence of such capital, for as all 
capital in the long run undergoes rise and requires replace- 
ment, it is conceivable that a sudden fall in the inducement to 
saving might result in a diminution of the amount of capital 
existing in the country. This needs examination, ^ut unfortu- 
nately it does not receive it at the hands of Ricardo, who con»- 
tents himself with somewhat general assertions as to the effect of 
a lull in interest. In speaking of the farmer and mannfactin;er, 
he says, “ their motive for accumulation will diminish with every 
diminution of profit” (§ 44, and cf § 45, note). 

Of course the mere fact that capital is subject to such replace- 
ments enables us to assert that in the long run there is a tendency 
to some equality of reward between indirect labour (i.e., labour 
embodied in capital) and direct labour. Thus in a somewhat 
abstract and general way we may renew our previous statement 
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that commodities exchange in the ratio of their cost of produc- 
tion. 

47. There are, however, certain cases in which the first asser- 
tion as to the determination of exchange value had been deemed 
untenable. These cases are those of the foreign and colonial 
trade, and to their examination Ricardo turns in Chapters YIL 
and XXY. These chapters are to be read in continuation of 
the discussion to which the first part of The Principles is 
devoted. Nor are they the least valuable of hfs work. With 
singular lucidity iRicardo proceeds to lay down the laws accord- 
ing to which exchange is regulated in the case of foreign trade. 
In this case, as he shows (§ 47), exchange, though no longer 
regulated by cost of production, proceeds according to the laws 
of comparative f.ost. There is no alteration in consequence in 
the total value, and the changes which may occur in the condi- 
tions of productiveness cannot affect the ratios in which commo- 
dities exchange (§ 80, p. 211, note). His contention is the same 
with reference to thf. colonial trade (§117). Here, again, we 
see that alterations in the commodity rate of remuneration 
cannot and do not affect the ratio in which commodities exchange. 

18. Such, as I conceive i^is in outline Ricardo's treatment of 
the subject which he proposed to himself. He set out to inves- 
tigate the relations existing between price and tlie rate of remu- 
neration. Diffusive though his :|jiethod is, obscure though his 
language, inaccurate though his terminology, yet throughout the 
pages devoted to the question we can trace the leading ideas 
which were formulated in his mind. It is a matter for regret 
that he was unable to express himself with the same clearness 
that marks his thought. It is an additional matter for regret 
that his lack of system should have prevailed to such an extent 
as to allow him to be drawn aside with complete irregularity into 
the discussion of subsidiary points. These digressions, valuable in 
themselves, are misplaced. They interrupt the development of 
the main argument, while affording illustrations of particular 
casfss which it affects. But though we may deplore these defects, 
it is surely unjust to allow them prominence to the exclusion of his 
greater merits and excellencies. And yet this is what is often 
done. There are some who deny the utility of what they term 
Ricardian Economics. If their denial means anything, it means 
that they hold as valueless the exposition of the relations existing 
between price and rates of remuneration ; for if they think them 
of worth they are themselves deeply though unconsciously 
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indebted to Hicardo. There are others who nrge as their com- 
plaint his oft-a«!sert:ed want of originality- They regard him as 
a sort of collector of curios discoTered by other people, who ^ains 
a reputation from the number of his appropriations, I cannot 
but think that such a position is wholly untenable. As Ricardo 
himself remarks over and over again, many of his doctrines have 
been stated and proved by others. He lays no claim to the dis- 
covery of the theory of Rent, That was set out at length by 
Maithus, and perhaps still more clearly by Sir Edward West. It 
was set out as fully by Anderson, though (jf this each of the 
trio seem unaware. But it was Ricardo who, in addition to 
explaining many of its difficulties, showed the importance of 
bringing it into connection with a general theory of remunera- 
tion. The groundwork of his theory of value, again, is to be 
found in the pages of Adam Smith and of eaJlier writers, but 
there it is so overlaid with error that it remained barren till 
Ricardo came forward to rescue it from its unfortunate sur- 
roundings. No doubt he is frequently inclined to speak of labour 
as the foundation of exchange value, a laxity of expression 
extremely objectionable, but renewed study of his works only 
serves to convince me the more that such was not the meaning 
which he attached to it in his own^nind. All he wanted to assert 
was the existence of a steady relationship between the amount of 
effort exerted in the production of commodities and tbeir 
exchange value, that, ^ othd^ words, they vary together. This 
is sufficient for the purpose of this inquiry. The doctrine of 
the tendency of population to multiply up to its standard he 
adopted, as he tells us, from Maithus, who in turn was indebted 
for it to the Physiocrats^^ But when all is said, what does it 
amount to ? Ricardo did not state for the first time all the doc- 
trines which we find in his pages. That is true. No one need 
think he did. Least of all did he think so himself. But then 
he was the first to bring them together as he did, and to show 
the important bearing which they had on the subject he was dis- 
cussing. That subject, let it be remembered, was one of his4)wn 
proposing. He took a new subject, and he made a most impor- 
tant advance towards its ultimate solution; for in his general 
treatment of remuneration we find the germ of a true and far- 
reaching theory, 

19 . But now we must turn to the second portion of The 


1 Physiocratic Maxim 19, 
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Principles. That portion is denoted, indeed, in the full title, for 
its subject is Taxation. But just as in his discussion of the 
ecoiipmic principles of remuneration he was confining himself to 
one particular portion of his subject, so here, too, in this new 
instance he turns to the consideration of the incidence of certain 
taxes and their results on Distribution, In this way it connects 
itself with those chapters which have already been dealt with. 
His demonstration opens with two primary propositions. In the 
first place, the fund for taxation is provided by the net and not 
by the gross rev^ue (§ 118), for it is the magnitude of the 
former that measures the surplus of taxable commodity existint? 
over and above that amount of commodity which is absolutely 
necessary for maintenance. To employ his own illustration : it 
is out of profits ^nd rent only that taxes can be paid, since wages, 
speaking generally, admit of no reduction. Wages, indeed, re- 
present that amount of commodity which habit and appetite 
render absolutely requisite for the preservation in being of the 
classes dependent on ^hem. As we have seen, this amount, 
however, may and does change (§ 37), but wherever it be fixed 
by custom or by any force whatever, there it must remain; though 
it must be pointed out that Bicardo was willing to allow of con- 
siderable qualifications. When defending this theory which he 
held in common with Adam Smith, against the censure passed 
upon the latter by Buchanan, he argues, not that wages could not 
bear a reduction, but that the funds raided being of necessity 
devoted to the employment of labour in some degree by the 
state, there would be a new competition for labour and conse- 
quently a rise in its wages (§ 78). If such funds were exported 
wages might not inse, while, as loss would probably occur t trough 
a more wasteful employment, “though wages woxild rise, they 
would not rise by a sum precisely equal to the tax.” If this 
view had bewi adopted consistently by our author, it would no 
doubt have resulted in a considerable alteration of his whole 
theory of the relations of profits and wages through the position 
of Standard of Comfort — an alteration of fundamental impor- 
tance, The second proposition is that Taxation should be so 
imposed as to fall on Revenue and not on Capital. The former 
proposition notwithstanding, it might of course fall on Capital, 
occasioning such a reduction in that body of wealth as to lea<l 
ultimately to a disastrous and retrograde condition in the country. 
As it is the object of a good financier to raise money with as 
little risk as possible, methods of taxation imperilling the welD 
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being of the state ought to be carefully avoitlecl. But there are 
certain taxes which distinctly deserve censure since they are 
naturally paid out of Capital. These are the Death Duties ^nd 
the Stamp Duties (§ 55). They partake of the same character. 
They are taxes on the transfer of property, and as such are 
paid by the purchaser and deducted in effect from the pro- 
perty purchased. But now we can turn to a detailed investiga- 
tion of the incidence of the various Taxes. Taxes may fall on 
Rent, on Pridhs, and on Profits. In this latter case we must 
observe that though they occasion a rise to all consumers, there 
is one class of consumers — the wage-dependent class — who will 
require and obtain indemnification for the increased prices of 
their commodities. 

20. (1) On Bent will fall those taxes which are levied on true 
economic rent. As a rule, however, the taxes on rent are in part 
taxes on profits, since they are levied not on the returns yielded 
by the natural powers of the soil only, but also on the advantages 
derived from the capital invested in the ^oil (§ 63). So far as 
they are levied on true rent, they will fall on the landowner, 
who will be absolutely unable to shift them off on to anyone 
else, since they are specifically levied not on the produce of the 
land but on the surplus produce of those lands which are in more 
favourable conditions for cultivation than the land which will pay 
the expenses of cultivation, but do so without any surplus being 
left. Now if it be g^nted that land will be cultivated under 
conditions such as these, it is evident that it will be cultivated, 
small though the profit it yields may be. Some such profit there 
will be, however great the tax on rent, since it will be of the 
nature of a percentage on^he whole. 

21. (2) On Price. In continuation of the foregoing discussion 
it is necessary to consider the incidence of the kindred taxes 
on land. These are of three kinds, the ordinar.^ Land Tux 
(§§ 66-68), Tithes (§§ 64-65), and Poor Rates (§§ 87-88), The 
position common to all of these of a charge on property makes 
it more necessary but not less difficult to trace the ultimate wici*- 
dence of each. They must be treated of separately. 

With regard to the first mentioned, the Land Tax, such a tax 
may be levied in different ways. If it be levied in proportion 
to the rent of land,” “ varying with every variation of rent,” it is 
in effect a “ tax on rent,” and as such “ will fall wholly on the 
landlords” (§ 66, p. 161). If, on the other hand, it be a charge 
levied according to the acreage of the land, without reference to 
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differences existing in fertility, it will inevitably canse a rise in 
tbe price of produce and fall on the consumer. But it will, bow- 
ever, do something else as well Not only does it not injure any 
of Sie landlords, but it will positively benefit those whose land is 
of the more fertile order, since the price at wdiich they can sell 
their produce will be determined by the necessities of those own- 
ing or cultivating the less fertile lands, and thus w’ith the same 
corn rent they will have a higher money rent. In other words, 
a greater distance will be established l>etweeI^ the various soils 
(§ 67). So far Ricardo. Before condemning the tax as he does, 
he should have carried his analysis .somewhat further; he should 
have considered whether there would not be some alteration in 
the circumstances of cultivation. Undoubtedly there will, since 
with corn at its new price it will be profitable to make an outlay 
of more capital 8n the more fertile lands. This fresh outlay wdll 
lead to the withdrawal of capital from the least fertile lands, and 
in consequence the consumer will ultimately be taxed “ to meet 
the exigencies of the state ” only, and not, as Ricardo supposed, 
“ also to I’aise the rent of the landlord ’’ (pp, 162, 163). So far 
as the immediate result of the tax was concerned, Ricardo was 
quite right, but the final result would be an alteration in the 
distribution of capital, and i consequent rise in the margin of 
cultivation, accompanied or rather preceded by a fall in price- 
net a fall in the price as existing before the imposition of the tax, 
but a fall in the new price immediftely occasioned by that tax. 

The effect of the Tithes is quite different from that of a Land 
Tax. Their incidence is upon the consumer, the result of their 
imposition being a rise in Price. “ They differ from a tax on 
rent, inasmuch as they affect land which such a tax would not 
reach ; and raise the price of raw produce which that tax would 
not alter *' (§ 64). So far as the landowner is affected at all, it 
is to his detriment, since the Tithes, being levied on home pro- 
duce only, act as a differential d\ity in favour of the foreign 
importer. In fact, as is pointed out, they are a bounty on 
for^gn corn. It is possible that in practice and through the 
cfiTects of the Tithe Commutation Act of 1836, the incidence of 
the Tithes has tended to fall more on the owner of land and less 
on the consumer through price, hut this readjustment, however 
desirable and consonant to early intention, can only he fully 
achieved by taxing the rent in place of the produce. 

In the case of the Poor Rates, there is an additional difficulty 
in determining the incidence, owing to the mode of assessment. 
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If levied, as Ricardef assumes they are in theory levied, in due 
proportion to the rent, they will fall on the landlord. But, as 
a matter of fact, they are levied on the annual value of the par- 
ticular property in question — that is, on the annual value of 
landed or house property. This alters the matter, since in that 
case they fail on the profits of those engaged in production, since 
^ven those who in consequence of their more unpropitious sur- 
roundings pay no rent, are not thereby exempted from the burden 
of Rates. Th^e they have to pay, and in consequence they must 
either submit to loss or recoup themselves for these additional 
expenses by a charge on some one else. In other words, 4;he 
Rates will he paid either out of profits by those engaged in pro- 
duction or by the consumers through a rise in price. Such a 
rise in price will certainly take place if the Rates are so levied 
as to be a greater burden on some producers •than on others. 
Such in effect they are, since they press more heavily on the 
agricultural than on the manufacturing classes (§ 88), The 
former have to pay on the anntial value of tlie land, “ whether 
that annual value be given to it by the capital of the landlord or 
of the tenant,” while the manufacturers are only taxed on the 
value of the buildings they occupy. Their machinery and plant 
escape taxation. 

22. (3) On Profits. One question we have so far left uncon- 
sidered. That relates to the nature of taxes on profits. It is 
one of peculiar interest, sine* it is closely connected with the 
theory expounded by iScardo as to the irreducible nature of the 
Standard of Comfort. The importance of this theory to Ricardo’s 
treatment of taxation will be seen as we proceed. The taxes 
which now come under rev^w are of three kinds. Taxes on com- 
modities, taxes on wages, and taxes levied on profits. The first 
may be separated into two divisions, taxes on luxuries and taxes 
on necessaries, tbe latter being dealt witli in Chapters IX. and 
XVII. The immediate result of both kinds of taxes will be a 
rise in price. Unless such take place capital and labour will be 
deterred from continuing in the production of the commodijjes 
taxed. But the ultimate effects of a rise in price are different in 
the case of a necessary commodity to those experienced in that 
of a commodity of luxury. In this latter instance the additional 
price and consequently the tax will be paid by tbe consumers ; 
in the former case those consumers, whose wants regulate the 
standard of comfort, which their wages do not exceed, will be 
able to throw their part of the burden upon those who pay them 
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these wages. This transference will likewise take place in the 
case of a tax on wages, thoxtgh such a tax is simpler in its eflect 
than a tax on necessary commodities. “ A tax on wages is 
wffolly a tax on profits, a tax on necessaries is partly a tax on 
profits and partly a tax on the rich consumer. The ultimate 
eifects which will result from such taxes then, are precisely the 
same as those which result from a direct tax on profits ” (§ 76). 
The preceding argument naturally follows from that which 
relates to the division of the produce of lab^jur and capital 
between wages and profits. “ Tins principle of the division of 
tike produce of fabour and capital between wages and profits, 
which I have attempted to establish, appears to me so certain 
that, excepting in the immediate efibets, I should think it of 
little importance whether the profits of stock or the wages of 
labour were taned ” (§ 79). A similar reliance on his preceding 
investigations is evinced when he comes (§78) to consider tlie 
possibility of a general tax upon profits alfecting price. Aifect 
price, when such simply represents the ratio of exchange, it 
cannot, he concluded, but if the profits of mining be exempt 
jfirom the tax, and if the mines supplying us with the material of 
money be in the country, such an effect might bo produced. 
Inasmuch, however, as thisris not the case, a general tax on 
profits will not cause any alteration in prices. 

There are two fui’ther instances of taxation which have a 
common importance. They relate to the effect of taxation when 
levied on commodities, which cannot bc'^^asily reduced in quan- 
tity. Here Ricardo expresses himself most explicitly on the 
relation that Supply and Demand hold to price. As neither the 
stock of gold nor the number of houses in a (‘ountry are capable 
of sudden diminution, a tax laid on cither gold or houses must be 
paid by the holders or owners, since the sttpj>ly being unaltered, 
and the demand, by assumption, the same, there cannot occur a 
rise in prieff such as happens in the case of commodities, which 
through constant destruction and displacement admit of rapid 
increase and decrease (§ § 69, 72). 

^23. Eicardo^s treatment of taxation may be regarded from two 
points of view. In the first place, it is valuable as an illustration of 
tdie importance to be attached to the doctrines previously laid clown 
with reference to the relations existing between price and reniu* 
neration* In the second place, it offers an able and practical 
criticism of the theories of taxation existing at the time. In 
particular he devotes himself to an exposition of the errors con- 
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tained in tlie FiftR Bcok of “ Tlie W ealtb of Nations,” and derived 
from the teaching of the Physiocrats with regard to the produitnet. 
The value of such an exposition will not be underrated by those 
who, like Ricardo, deem it of the first importance in the assess- 
ment of taxes to know on what class the burden will ultimately 
fall. Instead of regarding the incidence of taxation as invariably 
•on the land, he points out, as said above, that taxes may be paid 
from three funds — from rent, from the pockets of the consumers 
above the standard of comfort, and from profits. If indeed we 
take his theoi^* of wages in its most rigid form, we might say that 
taxes will be paid out of rent or profits, wages be regarded as 
duly graduated upward from the standard of comfort. No 
doubt, and this I think Ricardo would willingly have admitted, 
wages are often capable of diminution, but this, he would have 
urged, is only because they have not as yet fallen to their per- 
manent level. On this point the arguments of Buchanan are of 
importance. Ricardo, however, contests the assertions of the 
latter, because he has in view permanent and not temporary con- 
ditions. , 

24. So much then with regard to the general outline of his 
work. There are, however, three subjects which requhe further 
investigation. They relate to V^ue, Rent, and Foreign Trade. 
In each of these instances we must attempt to discover the 
importance of the opinions maintained by Ricardo, and the dif- 
ference existing between the^ositions he held and those occupied 
by his predecessors. # 

First, then, with regard to Value. It would he an old story 
to recapitulate the curious way in which the developments of 
Socialistic theory, and the inaccuracies of certain economists, 
have resulted in produclhg a definite conviction that Ricardo 
regarded labour as the actual foundation of value. As has been 
safd before, he himself was much to blame for his laxity of lan- 
tnia^^e. That is so. His language is lax. But what we have 
to do is to endeavour to arrive at that mental position which 
should have been expressed by his language ; which has indeed 
been expressed, but only with a great lack of lucidity. There is 
no doubt, however, that Ricardo was well aware that the market 
value of commodities is dependent on the relations existing be- 
tween Supply and Demand. The clearest exposition of his 
opinion on this subject is contained in the opening paragraph of 
his chapter on the effects of a tax on gold (§ 69). There he 
points out that alterations in price, when the cost of production 
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has been increased by taxation, will dep^id on the possible 
diminution of the commodities thus taxed. If the quantity does 
not diminish, and if the demand does not increase, the price in 
excEange value miist remain unaltered. As, however, most 
commodities are the subject of reproduction, such alterations in 
quantity can occur. This being so, he brings before our notice 
the fact that they will occur, by reason of that spirit of competi-'^ 
tion which would otherwise alter the amount of capital and 
labour engaged in any employment in which the rj^te of remune- 
ration was above the average. Thus the actual ratio in which 
commodities exchange is determined. But, it may be said, does 
not Ricardo himself falsify this by stating that the market ratio 
or value will tend to conform to the real ratio or value which is 
dependent upon the amount of labour given to the production in 
(question ? ISTo nioubt he does state that this tendency to con- 
formity exists ; for, as he says, any unusual increase of profits will 
attract new capital etc., while any such decrease will tend to 
drive away such capital, etc. But then it must be noticed that 
he does not state thaf the value of commodities rests on the 
amount of capital and labour embodied by reason of any force 
but that of competition. He did not think that labour, as labour 
— Z. 5 ., as so much corporeal or mental exertion, whether imme- 
diate or deferred — was the foundation of value. In a letter to 
J. B. Say, he writes: “The utility of commodities is undoubtedly 
the foundation of their value, but tfie degree of their utility will 
not be the measure of their value.” ^ AE depends, then, on the 
meaning which he attaches to the term “ utility.” That, fortu- 
nately, is not difficult of discovery. The correspondence which 
passed between him and Hay makes it ^evident beyond all possi- 
bility of doubt that by “ utility ” he means the capacity of a com- 
modity — not of a particular portion of that commodity — to satisfy 
pressing human needs. The more pressing those needs, the 
greater the utility of the commodity. Tims he deems gold “ of 
little use compared with air or water” (§ 1). In consequence of 
this view, it is vain to look in Ricardo for a recognition or fore- 
shadowing of the doctrine of Final Utilities. Of course, “Final 
Utility ” is an expression wanting in his pages. It would bear 
no meaning there, while he attaches the meaning Im does to 
“Utility.” But there does appear the doctrine correlative to this, 
that is, the doctrine of Final Cost; for he argues, in opposition to 
Adam Smith, that the cost which determines price is not the cost 

1 J, B. Say, Mdanges leco lomi pohtutae,” p. 93, letter, IStli Attgast, 1815. 
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at wliicli^tliat part of a commodity is produced whicli is produced 
under the most favourable circumstances, but the cost at which 
that part is produced which is produced under the most jjn- 
favourable circumstances. That is the index of value to him. 
These positions are made particularly clear in the course of the 
correspondence with Say; for the latter is urging, though not 
always in the most fortunate terms, the theory that commodities 
exchange according to their utilities. This is the line of argu- 
ment which the modern mathematical and abstract school pursues, 
but if pursued alone and without modification, it leads to conclu- 
sions just as faulty as those attributed to Ricardo. He attaches too 
sole an importance in the deternaination of Value to Supply, they to 
Demand. He deems the market governed by sellers, they by buyers. 
In reality they seem to be looking at dijOTerent aspects of value. 
Either final utility or final cost may measure value or serve as 
an index of value, but neither can be termed the cause of value. 
It is the interaction of the two that determines value. This Ricardo 
saw, for he states at times the importance of the part borne by 
demand. Thus he points out that the consequence of an increase 
in the supply of corn, unaccompanied by any augmentation in the 
demand, would lead of necessity to a fall in price (§ 142). Again, 
though he does not state with so much emphasis the connection 
which exists between the quantity demanded and the cost of 
production, the part which this plays in the determination of rent 
renders it clear beyond doubt that it formed part of his intel- 
lectual conception of value. 

In the theory thus presented by Ricardo there is much to 
admire. It brings out in clear relief the fact that value is, as 
Jevons said, a matter of ratios. This, of course, is precisely 
what Ricardo aimed at proving, since by it alone could he 
effectually dissipate, as he desired, the notion that the value of 
commodities was determined by the value of the labour exerted 
in their production. The modern conception of quantitative 
utility does not seem to have come before him. He assents, 
indeed, to Say’s assertion that articles tend to exchange accord- 
®ing to their social utilities, because, as both of them agreed, these 
utilities were the result of the expenditure of labour*,^ but further 
than this I do not think he can he said to go. He was held 
back from the modern conception by the meaning he attaches to 
utility. As he writes to Malthus, the argument “ that a oom- 


1 J B Say,«M4laiiges/’p.l24. 
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modity is valuable in proportion to utility,"’’ “ would be true if 
buyers only regulated the value of commodities ; then indeed we 
mkfht expect that all men would be willing to give a price for 
things in proportion to the estimation in which they held them ; but 
the fkct appears to me to be that the buyers have the least in the 
world to do in x’egulating price; it is all done by the competition 
of the sellers, and however the buyers might be willing to give 
more for iron than for gohi, they could not, because the sujiply 
would be regulated by the cost of production- and therefore 
gold would inevitably be in the proportion which it now is to 
iron, although it probably is by all mankind considered the less 
useful metal.” * 

25. In the second place, we come to the examination of the 
theory of Rent as presented by Ricardo. In this connection 
therejare three subjects to consider: — 

(1.) The historical origin of Rent. 

(2.) Coincidence of the theory with practice. 

(3.) Its theoretic Importance. 

Now with regard to the first of these headings, it is sufficient 
to say that there is little reason for believing that Ricardo, in 
writing as he did of the origin of Rent, thought he was doing 
more than giving an account of its possible origin in a country 
Txnder the influence of competition, and certainly no further claim 
can be made for him except on the assumption that, in speaking 
of Rent, he is speaking rather of the inherent result of natural 
inequalities than ot actual payments made to the owner of the 
soil. If his language be construed in the former sense, it is not 
contradicted by the historical fact. It is only unrepresented by 
it. The law of diminishing returns; with the other laws comple- 
mentary to it, may have brought about an extension of cultiva- 
tion, but neither they nor it can be said to have determined the 
payments t'lnade to the feudal lord or tribal sixperior by his 
tenants or inferiors* This much may be said with certainty, 
Ricai'do’s account has nothing to do with the history of the pay- 
itieiit of Rent. 

The second matter, though demanding a much more detailed 
investigation, may be dismissed here in a few words, since the 
degree of identity between the theory of rent and the existing 
circumstances of landed property at the time was not the subject 
to which Ricardo addressed himself- Question of interest though 
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it is, lie dismisses it from the sphei'e of his treatise when lie 
announces his intention of neglecting temporary conditions in 
order that he may more fully devote his attention to an ani%’sis 
of ultimate effects and tendencies. 

Thirdly and lastly, the part played by Ricardo in the develop- 
ment of the theory of Rent remains for inquiry. This aspect 
it was which in reality occupied his mind to the exclusion of 
every other. The question of actual payment under existing 
eircnmstances«was one to 'which lie paid little or no attention, 
otherwise he would have had to take into account the moderating 
influence of custom on competition. So too, when he writes of 
the origin of Rent, he must not he taken as treating the subject 
with regard to the historical facts of the case. But no such 
explanations can possibly be urged with regard to the matter to 
which we have now come, for he confessedly addressed himself to 
an analysis of the theoretical importance of Rent. On the results 
and originality of his inquiry many different opinions have been 
expressed. At one time he was credited #^ith the discovery of a 
new principle, vvhile more recently the painful eagerness to 
depreciate his labour has found vent in the opinion that he did 
littie more than reiterate the theories of others. One critic has 
even attributed the whole originality to his friend and opponent 
jVlalthus. To discover the truth, it is necessary to put aside 
these two opposite prejudice|^ of servile reverence and anxious 
antagonism. But mor^, than this is required. The principles 
involved in the theory must be stated, and a slight attempt made 
to discover traces of their recognition in the works of the wTiters 
preceding or contemporary with Ricardo. The leading principles 
are these : — 

(1.) Rent does not form part of the price, that is, it is not a 
payment made for the ordinary productive powers of nature. 
The powers, indeed, may be exerted without any reward being 
paid to those who have appropriated them. 

(2.) Rent arises out of the different fertilities possessed by dif- 
fe ent soils. 

(3.) Even if all lands possessed a like fertility, the successive 
doses of capital and labour expended would present different 
returns. Out of this inequality rent would arise. 

These principles, indeed, may be expressed much more con- 
cisely. They are summed up in the well-chosen statement of 
Berens, who says that Rent is a payment made when some land 
is performing a productive task which at the same time, hut 
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under different circumstances, is perfoi*med by Human agency.^ 
Bat when and by whom, it may be asked, were these principles, 
th).^ summarized, recognized ? 

The old school of English economists, with their mistaken 
notion as to the true impoi'tance of exchange, expressed as it 
is in their theory of the balance of trade, underrated rather than 
overrated the importance of the land in a state under economic 
conditions. As time pas^d, indeed, some among them seemed 
about to penetrate the mist lying on the artificial horizon of error. 
They began to recognize the importance of the land, and the 
connection between its rent or price and the demands of an 
increasing population, but further than this they were not able to 
go. They were held back, as it were, by the bonds of their 
mistake. Even Steuart, despite his ability and industry, leaves no 
traces which can justify the reader in concluding that he knew 
of the three principles enumerated above. Rent was not to 
him, as it is now to us, a payment mi generis. 

One writer went further. Boisguillebert recognized that the 
differences of fertility in the soil was a great factor in the deter- 
mination of the payment made for its use ; he knew, too, that 
the rise in price stood in a direct relation to this payment, but 
the important results ensuing from these facts were hidden from 
his view. 

Nor do the disciples of Quesnay, occupied as they were in the 
elaboration of a scheme which rented on^the supreme importance 
of the cultivation of the soil, make much further progress. This 
very scheme stood in the way of an entire recognition of the 
principles underlying rent. Rent was, it is true, treated as a 
payment of a wholly exceptional nature, hut the reasons insuring 
it this position in the Bhysiocratic theory were such as to forbid 
an assent to any such propositions as those afterwards formulated 
by Ricard<v It was exceptional because it was a payment deter- 
mined by reason of the peculiar productiveness of the land 
above industrial agents of any description. In industry and 
commerce economic effort could result, they ur’ged, in nothing 
but the reproduction of the value they themselves compre- , 
bended.' Only when they were employed in agriculture was an 
addition made to the national store of wealth. In other words, 
the cultivation of the land produced a surplus over and above 
the return needed to replace or maintain the economic forces of 

1 E. BerenSi Vcrstich ehxtjr Crittechen Dogmengeschwiite der Grandxente,” p, 
104 . 
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labour and capital involved in the productive enterprisev^- This 
surplus was the celebrated produit net^ and it constituted rent. 
Here it is impossible to do much more than direct attentioii^to 
one of the chief principles necessarily involved in this doctrine. 
The position here assumed by the Physiocrats could not have 
hyaen firmly maintained without the axiom that such a surplus — 
that is, a surplus of food, etc. — would always create its own 
demand, since otherwise, of course, cases might occur in which, 
the labour and Capital, when expended on the land, would not be 
more productive than when exerted in any industrial pursuit. 
Taken together, these two dogmas formed a bond from which 
none of .he Physiocratic writers succeeded in freeing themselves. 
Even Turgot, certainly the least doctrinaire, and incomparably 
the most acute and comprehensive member of th« school, made 
little advance in the direction of intellectual emancipation. In 
the elaboration of detail it was far otherwise. The difference of 
fertility was a matter of common knowdedge, but he recognizes 
as well, and with peculiar clearness, th(^ law of Diminishing 
Return. These principles are important, no doubt, but, despite 
the anxious advocacy of Daire, they cannot be held to entitle the 
Physiocrats to the credit of origin#,ting the modern theory of 
Rent. With some features of that theory they were certainly 
familiar. They regarded it as the surplus i*einaining after the 
expenses of cultivation were ^ipaid ; they even recognized the 
importance of the varjf&ing fertilities of the soil as materially 
affecting the size of this surplus, but the necessary result of the 
positions here taken evaded their grasp. They could not or they 
would not see that, these granted, it was part of their task to 
determine what may be calfed the limit surplus of cultivation. 
For if the cultivation of the land always yield a surplus, and if 
this surplus be variable, there must be assumed to be some lower 
limit beneath which cultivation cannot descend. 

The teaching of Adam Smith illustrates the difficulties which 
the Physiocratic theory had introduced. In his dissertation 
rent he is obliged, for instance, to draw a careful distinction 
'between lands which always yield a rent and those which some- 
times do and sometimes do not. Of course, the cause of difficulty 
Is not far distant. It lies, as suggested above, in the peculiar 
property attributed to com and other food products of invariably 
creating their own demand. How detrimental the adoption of 
the Physiocratic theory in this aspect was to the attainment of 
a clear and comprehensive view of economic phenomena, is best 
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seen by a comparison of his treatment of the rent of corn lands 
and the rent of mines, etc., since in this latter case he approxi- 
mates very closely indeed to modern theories. In one respect, 
indeed — that is, in the lack of recognition of the law of Diminish- 
ing Eetnrn — ^he does not advance so far as Turgot. 

But now, without staying to investigate the position of those 
who, like Buchanan, attribute the actual existence of rent 
monopoly, we mast proceed to the works of the %vriters whose 
names are most frequently mentioned in connection with the 
theory we are discussing. One sentence of brilliant criticism in a 
letter from Hume, capable, in Economics ns in Philosophy, of so 
much more than he accomplished, passed unliecded. lie doubted 
whether rent could form part of the price c<'rn. 'fhe next year 
a note appended to a pamphlet ’ on the Corn Laws, by Dr. James 
Anderson, showed that he was not alone in his suspicion. In 
this passage the essential principle of rent i.s stated with a terse 
lucidity which has not been excelled in any more modern ex- 
position. A final and complete statement, liowever, it is not, 
inasmuch as it deduces rent from the varying fertility of tlie 
soil, without taking into consideration the eomplemcntal truth 
that it might also arise by ^-easou of the action of the law of 
Diminishing Return. But this defect cannot bo held to account 
for the want of attention experienced by this exposition of a 
new doctrine. That, more likely^ is to be sought in the absence 
of interest in the question at the time, crupled with the natural 
inconspicuousnesfi of matter relegated to the ]>osition of a foot- 
note in a treatise, a chief part of which is occupied by technical 
details. But whatever the cause, it is certaixi that obscurity was 
its fate, and that it escaped the notice of the two writers, Sir 
Edward West and Malthus, to whom Ricardo avows his own 
indebtedness. 

Any doubt as to the particular writer to whom he considered 
that he owed most is easily set at rest by a reference to Tlie 
on the influence of a Low Price of Corn^ where IMalthus is 
the sole object of mention. So full and free arc the acknowledg- 
ments, both here and in the main treatise, that one critic has been 
led to consider them marks of Ricardo's generosity as an author ; 
for, as he urges with some show of reason, the ins^anccs of diffe- 
rence between the theories of the two are more conspicuous than 
instances of agreement. They are certainly so important that 
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ifc may be said with^ justice tliat Ricardo’s teacbing resembles 
that of West, whose work he had read before the publication of 
the Principles^ far more nearly. This latter writer gives a very 
clear exposition of the consequences of both the difference of 
fertility and the law of Diminishing Return, and though his lan- 
guage is not quite so explicit with reference to the first great 
jTrinciple, any lack of emphasis only arises from the fact that it 
formed too fundamental a part of his theory to appear to require 
remark. This^conclusion is amply justified by the language he 
employs in the pamphlet ^ which he published in 1826. The posi- 
tion of Malthus cannot be dismissed in so summary a manner. 
He wavered between two opinions, now giving prominence to 
one, now to another. Thus of the three causes which he assigns 
for rent, two are those which we have already come in contact 
with in the works of the Physiocrats and in the^pages of Adam 
Smith, But then he attempts, in some places at least, to modify 
these down. Thus, though he treats the fertility of the soil in 
producing more than is needed to maintain and replace the labour 
and capital required for its cultivation as the primary cause of 
rent, he admits that in certain instances land may be cultivated 
when incapable of rent. Again, while the second cause lies in 
the power of corn, etc., to create^ its own demand, there are 
cases where com land will not pay a rent, despite the opinion of 
Adam Hmith to the contrary. The third cause is the difference 
between the soils and the diffefence between the returns made to 
successive doses of capital. But the importance of this cause, so 
far as Malthus is concerned, is seriously affected by his treatment 
of rent in a later work,^ where he deliberately asserts that the 
existence of such differeu«e is by no means necessary to the 
creation of rent. The individual tenability of the first two 
causes which he alleges has been sufficiently canvassed by 
Ricardo and others to enable us to omit any discussjon of them 
here, but a few words must be devoted to the assertion finally 
referred to He says, speaking of the production of rent, that 
all that is necessary to produce these effects is the existence^ of 
the two first causes of rent formerly mentioned, with addition of 
limited territory or a scarcity of fertile land. To bring his 
attitude fully into view, we must notice the two illustrations 
he adopts. In the first there is to be an abundance of very 
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fertile land of equal fertility and yielding equal returns to 
any successive doses of capital Tie assumptions are remark- 
ablie. Equally so the conclusions based on them. Land will 
always produce a surplus. Despite the quantity produced, 
food, as ci'eating its own demand, will always lave value, and 
therefox'e profits and wages will fall, and rent will exist, and not 
only exist, but continue to rise. The second case is the converse. 
The amount of capital which can be employed on the soil is 
limited, the return to each close invariable. Then, as demand 
will always exceed supply, there will always be a surplus over 
cost of production, ancl therefore there will always be a rent. 
As this is not the place to discuss the theories maintained by 
Malthus, only two remarks can be made. The first is, that these 
assumptions of equal fertility and invariable return introduce a 
hopelessly untrue element into the question. The second, that 
after such expressions it is impossible to identify the teach- 
ing of Malthus with that of Ricardo. ISTo doubt the latter was 
indebted in some measure to Malthus, but his indebtedness was 
that of the man who sifted out the right from the wrong. At 
the lowest estimate, he was possessed of the ability and patience to 
unravel the intricate web of true theory and mistake so zealously 
interwoven. This task he^ achieved by reason of his firm 
adherence to the interpretation he gives of value as a ratio. 
But this conception was one which Malthus never thoroughly 
grasped. And yet how important if is. Op it depends the problem 
of distribution for its solution; on it rests the correct know- 
ledge of the relations existing between prices and remuneration. 
Unlike Malthus, then, unlike any of Ms pi’eclecessors, Ricardo ad- 
dressed himself steadfastly to the quejsiion of the relation between 
Rent and Value. It is through this difierence of attitude, 
involving as it did synthetic treatment, rather than through any 
originality in detail, that he holds the position he does, as the 
great exponent of the theory of Rent. 

26. In the third place, the attitude assumed and the progress 
achieved by Ricardo in treating of the subject of foreign trade, 
requires some few remarks. And yet it is almost unnecessary 
to do more than emphasize the criticisms which have been passed 
by certain previous writers. The progress achieved is so definite 
and so important. It amounts, in fact, to a wholly new de])aiv 
ture, so far as the scientific consideration of the subject is con^ 
eerned. In this instance Ricardo had to find the straw as well 
as to make the bricks. TMs has been pointed out by Professor 
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Bastable, wlio remarks very aptly, tkat Ricardo’s treatment is an 
elaboration of three brief propositions, which can be stated in his 
own language. 

(1) “No extension of foreign trade will immediately increase 
the amount of value in a country, although it will very power- 
fully contribute to increase the mass of commodities and therefore 
1;he sum of enjoyments.” ^ 

(2) “ The same rule which regulates the relative value of 
commodities i» one country, does not regulate the relative value 
of the commodities exchanged between two or more countries.” ^ 

(3) “Gold and silver . . . are by the competition of commerce 
distiibuted in such proportions amongst the different countries 
of the world as to accommodate themselves to the natural traffic 
which would take place if . . . the trade between the countries 
were purely a trade of barter.” ® 

To the student of our time these propositions probably seem 
little other than somewhat bald and imperfect statements of the 
pxnnciples which he regards as lying at J;he foundation of the 
theory of foreign trade, but to rightly gauge Ricardo’s merits we 
must regard this universality of acceptance in itself as a testimony 
to the scientific position of the man who first formulated them. 
From the point of view of an economic theorist, it is almost 
impossible to overrate the importance of the step thus taken. 
Before Ricardo all was confusion, after him it was possible to 
regard the question of internltional value as a particular case of 
the general problem or value. It became possible, because the 
causes of difiTerence between the laws regulating internal and 
international exchange had been defined. The Law of Com- 
parative Cost was a great,-* if not the great, discovery made by 
Ricardo. 

27. In the foregoing pages I have endeavoured to indicate as 
biiefly as possible the nature of the task which engaged Ricardo’s 
attention, and the advance he made on the theories of his prede- 
cessors. He stands in a unique position. Despite the manifest 
faults, which have been freely commented on, he did more than-^ny 
other man, with the solitary exception of Adam Smith, to render 
possible a systematic study of economics. The difference between 
the two writers is great. Smith collected material, and did what 
he could to interpret his various data by means of the theories of 
earlier writers. So far as pure theory was concerned he made 
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but little advance, as may be readily seen by a study of tbe 
other writers of his century. On the other hand, he did much 
for j^rue theory by the diligence with which he compared the 
various views taken by his contemporaries and his predecessors, 
as also by the critical test of fact to which he subjects them, 
Tlie importance of the work performed by Ricardo is altogether 
different. He took the data of others, but developed and origi** 
nated theory, basing his considerations on certain assumptions. 
Thus he may be said to have completed the wor]j; which Adam 
Smith began. Unlike the latter, he never lost his way among 
his facts; he moves onward steadily and dexteroxtsly. It may 
be doubted whether the work he performed was of great value. 
As an achievement in the development of theory it is of the very 
highest order. In his works we find for the first time a definite 
solution of the feiations existing between price and remimera* 
lion; foreign exchange, that great mystery of the past, is ex- 
hibited in parallel with domestic exchange ; the law of rent is 
developed and re-stai^d; the connection between wages and 
profits, so far as the apportionment of value is concerned, indi- 
cated ; while in addition he strives to shadow forth the nature 
of the future development of economic life, granted the perma- 
nence and universality of the Sssumptions which he makes. Such 
was the work he accomplished, 

28. But it is urged that his deductious, based on imperfect 
assumptions, have led to unforeseen and^ disastrous conclusions. 
The modern Socialistic schools, we are told, base themselves on 
Ricardo. It is quite true. They do, and that they do so justly 
we are assured by writers who ought to know better. As a 
matter of fact, their claim is based on a scries of misiuicler- 
standings. When Ricardo speaks of labour as regulating value 
in tlie long run by means of competition, they interpret him as 
attributing tp labour the power of creating value. When he 
speaks of labour with a capital, including under it the exer- 
tion of capital, they sjKiak of labour with a small initial, meaning 
pljfin toil, often plain manual toil. When he introduces the 
important modifiicatiou consequent on alterations in the Standard 
of Comfort into the law of wages, they omit the modification, 
and often cite his authority to justify what he denied. These 
corrections, and they are important ones, have to be made before 
they can bring their teaching into harmony with that of the 
great master of theory. Suppose them made, suppose a theory 
collective in character, socialistic in name, logically based on the 
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economic theory formulated by Ricardo, What then ? If it be 
valid in itself, it will not invalidate his conclusions. If it be 
likely to promote the general well-being of the nation, who would 
discuss it more readily than he would have done, wdio voted in 
a minority of sixteen for the consideration by a committee of 
Owen’s scheme, despite his disbelief in its practicability ; who 
was relied on by Hume for assistance on the committee whose 
recommendations issued in the removal of the stringent enact- 
ments against (vombinations among wox’kmen. If it were true, who 
would acknowledge its truth more frankly than he, to whom, in 
the words of a keen observer, '** it seems quite indifferent whether 
you find the truth or whether he finds it, provided it be found.” 

To those who have carefully studied Ricardo’s character, as 
expressed both in his own publications and in his letters, these 
remarks will not appear misjudged. There was^ much that was 
lacking, much that w^as imperfect, but despite his many disad- 
vantages and imperfections, strong sincerity and intellectual fear- 
lessness are conspicuous in all that he wrot^. 

It may, indeed, be said that he owed much to himself hut little 
to his circumstances. He was taken from school at an early age, 
and obliged, by reason of a religious difference with his father, to 
adopt a position of independence a? a time when he should have 
been undergoing that academic training which would have been so 
useful to him in after life. His practical exertions met with rare 
'-success, and with a foi’June r8ade, he turned himself to study. 
At last, and as it would seem, by a happy accident, he was led to 
the consideration of that branch of learning to which in chief be 
devoted his remaining years. The perusal of Adam Smith was 
the bix’th of his intellectual life. He bad found his work. 
Thenceforth his interest lay in the pux’suit of economic studies. 
His training had been peculiar. Naturally gifted with intellec- 
tual tenacity, his firm grasp was rendered still firmer by an expe- 
rience gained amid tlie fluctuations of the Exchange, which had 
taught him to defy interruption, and to retain a fii’m hold on 
certain principles despite temp()rai’y changes in aspect. It was 
due partly to this, but partly to bis own independent originality, 
that his ti’eatment of economic questions is more rigidly imper- 
sonal, mox’e fully scientific in form, than that of any of his con- 
temporaries. lie develops principles and deals with forces in so 
rigid a manner, that those who have been led to regard Political 
Economy as a study half sentiment and half fact have termed 
him cynical and callous. This misinterpretation, unjustifiable as 
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it is in itself when applied to scientific work, is sufficiently rebutted 
by Ms letters. It is dealt with elsewhere. 

^ut it may perhaps be urged thnt his peculiar bent of mind 
led him to join in the blind worship of competition practised by 
the small group of thinkers who revolved round Bentham. This 
again is, I think, a mistake. His scientific mind rarely allowed 
him to pass from the explanatory to the hortatory mood. And 
when he turns to the consideration of the condition of the 
vai'ious classes, he rarely does more than attempt «.to define what 
he considers to be the results of particular causes. Thus he is, 
at any rate, no advocate of a laissez faire policy. He sees that, 
by reason of the condition of existing competition, the results of 
increased energy on the part of the labourers may in some 
instances benefit their employers rather than themselves,^ while 
bis remarks on •the stationary state in his letters (pp. 188-191) 
show how readily and how frankly he turned to the consideration 
of a condition of things when interest would cease to be paid. 
When he says that tl^ regulation of wages must be left to the 
market, he means that it is useless^ for the Grovernment to endea- 
vour to fix certain rates, as had been attempted in the past ; but 
so far as I can see he expresses no adverse opinion on the 
advisability of State regnlatfon of the conditions of industry. 
The great difference between Ricardo and scientific Socialists, 
such as Rodbertus, is to be sought not on such a point as this, 
but in the opinions they respectivdiy maiijtain as to the conditions 
existing between Population, Production, and Wages, and the 
importance of interest in stimulating the accumulation and 
employment of capital 

But these are two very importanl^ questions. They require 
investigation, not so much critical as inductive and historical. 
Such investigations would be useful, because we require to test 
the validity of the premises assumed by Ricardo rather than the 
cogency of his reasoning. To the examination of this latter 
much criticism has been directed, with results without doubt 
beneficial, since by its means the points requiring further inves- 
tigation have been brought into clear relief. On the whole, they 
are fairly apparent from a careful study of Ricardo’s own words. 

. As has been already said, the relations between interest and 
the accumulation of capital are touched on but lightly by Ricardo, 

1 ** I/etters,” p. 139 j cf. his ehaptw on and Ptofits. 

® Hi-, note on p 83 seems to indicate a disagreement with Buchanan as 

to the power oi the Ooverameat in removing causes oi permanent hardship. 
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who does little more than intimate his general belief that the 
payment of interest is necessary to the accumulation, or what we 
might call the employment of capital. 

In the discussion of the other matter he goes into much greater 
detail. Let us premise an increase in the produce and see what 
will happen. According to Eicardo, there are three courses 
possible. 

In the first place, this general increase may be accompanied by 
a rise in the co|t of the necessaries of the labourers. In this case, 
granted the rise be considerable, the proportion of the produce 
taken by labour will increase. Here great stress is laid on the 
action of the law of Diminishing Eeturn. 

In the second place, there may be a rise in the Standard of 
Living or Standard of Comfort of the class in question, which in 
itself tends to increase the proportion received* in wages. In 
other words, it will operate against influences which might 
diminish that proportion. This possibility of change is insisted 
npon by Ricardo as an integral part of his Jheory of wages. It is 
overlooked by most of his Socialist critics. 

In the third place, an increase in the produce may not benefit 
the labouring class, since it will continue to receive the same 
amount, but not the same proportion of the whole. The tenden- 
cies acting thus antagonistically are two. An increase in wages 
may lead to an increase in the population, and thus to the weaken- 
ing of the power of labour in dbmpetition against capital ; while, 
secondly, capital has normally greater advantages in the com- 
petitive struggle. This point, however, is not dwelt on by 
Ricardo, though he says enough to make it apparent that he 
believes circumstances may» operate to prevent labour obtaining 
any or much advantage from an increase in the general produce. 

29. Here then we have a general outline, hut before it can be 
reckoned of mixcb value we need not only proof of the validity 
of the various assumptions, but also a determination of the 
limits within which the tendencies denoted act, since in many 
instances they may exist atone and the same time. Which in 
such eases will prove the strongest ? 

Enough, however, has been said. Ricardo formulated a theory 
which required careful examination by the light of fact. That, 
howevei’, is exactly what it has not received. It has been abused, 
criticised, and eulogized, but as yet few attempts have been made 
toward its serious investigation. Ricardo, we are told, is a 
deductive reasoner. That is, he did his own work and did not 
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do ours. But Iiis work had to be done as a preliminary, and 
therefore it is that he merits the high position due to one who 
indicates to after generations the directions which their studies 
should take. After all, it is not his fault if these have neglected 
to make use of the starting-point with which he provided them. 

E. C. K. G., 
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produce of the earth — all that is derived from its 
surface by the united application of labour, machinery, 
and capital, is divided among three classes of the com- 
munity ; namely, the proprietor of the land, the owner of 
the stock or capital necessafy for its cultivation, and the 
labourers by whose industry it is cultivated. 

But in dijffierent stages of society, the proportions of the 
whole produce of the earth which will be allotted to each 
of these classes, under the names of rent, profit, and wages, 
will be essentially different ; depending mainly on the actual 
fertility of the soil, on the accumulation of capital and 
population, and on the skill, ingenuity, and instruments 
employed in agriculture. 

To determine the laws wbdch regulate this distribution, 
is the principal probll^m in Political Economy: much as 
the science has been improved by the writings of Turgots 
Stuart, Smith, Say, Sismondi, and others, they afford very 
little satisfactory information respecting the natural course 
of rent, profit, and wages. 

In 1815, Mr. Malthus, in his “ Inquiry into the Nature 
and Progress of Bent,’’ and a Fellow of University College, 
Oxford, in his “ Essay on the Application of Capital to 
Land,’’ presented to the world, nearly at the same momeiat, 
^ the true doctrine of rent ; without a knowledge of which, 
it is impossible to understand the effect of the progress of 
wealth on profits and wages, or to trace satisfactorily the 
influence of taxation on different classes of the community ; 
particularly when the commodities taxed are the productions 

B 



2 POLITICAL ECONOMY. 

immediately derived from the surface of the earth. Adam 
Smith, and the other able writers to whom I have alluded, 
HOC having viewed correctly the principles of rent, have, it 
appears to me, overlooked many important truths, which 
can only be discovered after the subject of rent is thoroughly 
understood. 

To supply this deficiency, abilities are required of a far 
superior east to any possessed by the wiiterbf the follow- 
ing pages ; yet, after having given to this subject his best 
consideration — after the aid which he has derived from 
the works of the above-mentioned eminent writers — and 
after the valuable experience which a few late years, 
abounding in 'facts, have yielded to the present generation 
—it will not, he trusts, be deemed presumptuous in him to 
state his opinions on the laws of profits and wages, and on 
the operation of taxes. If the principles which he deems 
correct, should be found to be so, it will be for others, 
more able than himself, to trace them to all their impor- 
tant consequences. 

The writer, in combating received opinions, has found it 
necessary to advert more particularly to those passages in 
the writings of Adam Smith from which he sees reason to 
differ ; but he hopes it will not, on that account, be sus- 
pected that he does not, in common with all those who 
acknowledge the importance of' the science of Political 
Economy, participate in the admiration which the profound 
work of this celebrated author so justly excites. 

The same remark may be applied to the excellent works 
of M. Say, who not only was the first, or among the first, 
of^ continental writers, who justly appreciated and applied 
the principles of Smith, and who has done more than all 
other continental writers taken together, to recommend 
the principles of that enlightened and beneficial system to 
the nations of Europe ; but who has succeeded in placing 
the science in a more logical, and more instructive order ; 
and hm enriched it by several discussions, original, ac- 
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curate, and profound.^ The respect, however, which the 
author entertains for the writings of this gentleman, has 
not prevented him from commenting with that freedom 
which he thinks the interests of science require, on such 
passages of the Economic Politique,” as appeared at 
variance with his own ideas. 

^ Chap. XV. •^art i. “ Bes Debouches/’ contains, in particular, 
some very important principles, which I believe were first explained 
by this distinguished writer. 


AUTHOR’S ADVERTISEMENT 

TO THE 

THIRD EBITIOH. 

TN this Edition I have endeavoured to explain more fully 
than in the last, my opinion on the difficult subject of 
Value, and for that ^rpose have made a few additions to 
the first chapter, I have also inserted a new chapter on 
the subject of Machinery, and on the effects of its im- 
provement on the interests of the different classes of the 
State. In the chapter on the Distinctive Properties op 
Value and Riches, I have examined the doctrines of 
M. Say on that important question, as amended in the 
fourth and last edition of his work. I have in the last 
chapter endeavonred to place in a stronger point of yi^w 
than before, the doctrine of the ability of a country to pay 
additional money taxes, although the aggregate money 
value of the mass of its commodities should fall, in con- 
sequence either of the diminished quantity of labour 
required to produce its corn at home, by improvements in 
its husbandry, or from its obtaining a part of its corn at a 
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clieaper price from abroad, by meaas of tlie exportation of 
its mamufactured commodities. This consideration is of 
gfaat importance, as it regards the question of the policy 
of leaving unrestricted the importation of foreign corn, 
particularly in a country burthened with a heavy fixed 
money taxation, the consequence of an immense National 
Debt. I have endeavoured to show, that the ability to 
pay taxes, depends, not on the gross money value of the 
mass of commodities, nor on the net money value of the 
revenues of capitalists and landlords, but on the money 
value of each man’s revenue, compared to the money value 
of the commodities which he usually consumes. 

March 26 , 1821 . 
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CHAPTER I.— ON VALUE. 

SECTION I. 

The value of a commodity, or the quantity of any othe^r commodity 
for whieh U will exchange, depmds on the relative quantity of 
labour which is necessary for its production, and not on the 
greater or less compensation which is paid for that labour, 

§ 1 - 

TT lias been observed by Adaiig Smith," that the word 
^ Value has two different meanings, and sometimes ex- 
presses the utility of some particular object, and some- 
times the power of gurchaiSfeing other goods which the 
possession of that object conveys. The one may be called 
value in use ; the other value in exchange. The things,” 
he continues, which have the greatest value in use, have 
frequently little or no value in exchange ; and, on the con- 
trary, those which have the greatest value in exchange, 
have little or no value in use.” ^ Water and air are abun- 
dantly useful ; they are indeed indispensable to existence, 
yet, under ordinary circumstances, nothing can be obtained 
in exchange for them. G-old, on the contrary, though 
® little use compared with air or water, will exchange for a 
great quantity of other goods. 

§ 2. Utility then is not the measure of exchangeable 

X [«* Wealth of Nations, edition by Prof. Nicholson, Bk. 1. c. iv. 
p. 12 a, 1. 41, etc.] 
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value, although it is absolutelj essential to it. If a com- 
modity were in no way useful, — in other words, if it could 
in^^no way contribute to our giutification, — it would be 
destitute of exchangeable value, however scarce it might 
be, or whatever quantity of labour might be necessary 
to procure it. 

§ 3. Possessing utility, commodities derive their ex- 
changeable value from two sources : from ^their scarcity, 
and from the quantity of labour required to obtain them. 

§ 4. There are some commodities, the value of which is 
determined by their scarcity alone. No labour can increase 
the quantity of such goods, and therefore their value can- 
not be lowered by an increased supply. Some rare statues 
and pictures, scarce boohs and coins, wines of a peculiar 
quality, which can be made only from grapes "grown on a 
particular soil, of ^hich there is a very limited quantity, 
are all of this description. Their value is wholly indepen- 
dent of the quantity of labour originally necessary to 
produce them, and varices with the varying wealth and 
inclinations of those who are desirous to possess them. 

These commodities, however, form a very small part of 
the mass of commodities daiiy excl^nged in the marhet. 
By far the greatest part of those goods which are the 
objects of desire, are procured by labour ; and they may 
he multiplied, not in one eom^^try alone, but in many, 
almost without any assignable limit, if we are disposed to 
bestow the labour necessary to obtain them.^ 

[t This, the first limitation introduced by Kicardo, is important, 
inasmuch as it shows that he was alive to the way in which value 
w^ll be determined under conditions of scarcity. The class of 
commodities in question is much larger than Ricardo imagined. 
It consists of — 

Commodities, scarce in themselves, rare statues, etc. 

(R). Commodities produced by skilled or monopoly labour. 

(C), Commodities produced by labour employed under par- 
ticularly depressed conditions, see Bdhm-Bawerk, “ Capital and 
Interest,” (English translation) pp. 38*5-386.] 
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§ 5. In speaking^ tlien of commodities, of their exchange- 
able value, and of the laws which regulate their relative 
prices, we mean always such commodities only as can J)e 
increased in quantity by the exertion of human industry, 
and on the production of which competition operates with- 
out restraint. 

§ 6. In the early stages of society, the exchangeable 
value of these commodities, or the rule w;hich determines 
how much of one shall be given in exchange for another, 
depends almost exclusively on the comparatiye quantity of 
labour expended on each. 

*^The real price of every thing,'' says Adam Smith, 
what every thing really costs to the man^who wants to 
acquire it, is the toil and trouble of acquiring it. What 
every thing is really worth to the man who has acquired 
it, and who wants to dispose of it, ^r exchange it for 
something else, is the toil and trouble which it can save to 
himself, and which it can impose upon other people.’’ ^ 
** Labour was the first price— thp original purchase-money 
that was paid for all things.” ^ Again, in that early 
and rude state of society, which precedes both the accumu- 
lation of stock and the appropriation of land, the propor- 
tion between the quantities of labour necessary for 
acquiring different objects seems to be the only circum- 
stance which can afford any rule for exchanging them f or 
one another. If among la nation of hunters, for example, 
it usually cost twice the labour to kill a beaver which it 
does to kill a deer, one beaver should naturally exchange 
for, or be worth two deer. It is natural that what is 
usually the produce of two days’, or two hours’ labour, 
should be worth double of what is usually the produce’" of 
one day’s, or one hour’s labour.” ® 

That this is really the foundation of the exchangeable 

1 [<♦ Wealth of Nations,” Bk. 1. v. 12 b.] 
iim., Bk. 1. v. 13 a.] 

® Book 1. chap. 5. [A mistake, Bk, 1. vi. 20 a.] 
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value of all things, excepting those which cannot be 
increased by hnnian industry, is a doctrine of the utmost 
iij^portance in political economy ; ^ for from no source do 
so many errors, and so much difference of opinion in that 
science proceed, as from the vague ideas which are attached 
to the word value. ^ 

If the quantity of labour realized in commodities, regu- 
late their exchangeable value, every increase pf the quantity 
of labour must augment the value of that commodity on 
which it is exercised, as every diminution must lower it. 

§ 7. Adam Smith, who so accurately defined the original 
source of exchangeable value, and who was bound in con- 
sistency to nvaiutain, that all things became more or less 
valuable in proportion as more or less labour was bestowed 
on their production, has himself erected another standard 
measure of value, y^nd speaks of things being more or less 
valuable, in proportion as they will exchange for more or less 
of this standard measure. Sometimes he speaks of corn, 
at other times of labour, *as a standard measure ; not the 
quantity of labour bestowed on the production of any object, 
but the quantity which it can command in the market : as if 
these were two equivalent expfessiouj^, and as if because a 
man’s labour had become doubly efficient, and he could 
therefore produce twice the quantity of a commodity, he 
would necessarily receive twice the former quantity in 
exchange for it.*** 

^ [Ricardo did not, I think, fall into the mistake sometimes 
attrihxated to him Sidgwick, ‘‘ Principles of Political 

Economy,’^ first edition, p. 10) of confusing measure and cause of 
value, though his language might at times suggest such a con- 
fusion. At most, however, such confusion would relate to ex- 
changeable value. But even in this relation he expressly says 
that utility is absolutely necessary to exchangeable value though 
not its measure. But for a full discussion of this point see Intro- 
duction.] 

[Cf. Buchanan’s note. Smith, ed. Buchanan, 1814, vol. 1. 
p, 50, ed. Nicholson, Bk, X. c. v. pp. 12 h, 15 a.] 
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If this indeed were true, if the reward of the labourer 
were always in proportion to what he produced, the 
quantity of labour bestowed on a commodity, and the 
quantity of labour which that commodity would purchase, 
would be equal, and either might accurately measure the 
v^iations of other things : but they are not equal ; the 
first is under many circumstances an invariable standard, 
indicating correctly the variations of other things; the 
latter is subject to as many fluctuations as the com- 
modities compai'ed with it. Adam Smith, after most ably 
showing the insufficiency of a variable medium, such as 
gold and silver, for the purpose of determining the varying 
value of other things, has himself, by fixing on corn or 
labour, chosen a medium no less variable. 

§ 8. G-ol(Land silver are no doubt subject to fluctuations, 
from the discovery of new and more abn^ndant mines ; but 
such discoveries are rare, and their effects, though power- 
ful, are limited to periods of comparatively shoi-t duration. 
They are subject also to fluctuation, from improvements in 
the skill and machinery with which the mines may be 
worked; as in consequence of such improvements, a 
greater quantity may be obtained with the same labour. 
They are further subject to fluctuations from the decreas- 
ing produce of the mines, after they have yielded a supply 
to the world, for a succession of ages. But from which of 
these sources of fluctuation is corn exempted ? Does not 
that also vary, on one hand, from improvements in agri- 
culture, from improved machinery and implements used in 
husbandry, as well as from the discovery of new tracts of 
fertile land, which in other countries may be taken into 
cultivation, and which will affect the value of corn in 
^ every market where importation is free? Is it not 
on the other hand subject to be enhanced in value 
from prohibitions of importation, from increasing popu- 
lation and wealth, and the greater difficulty of obtain- 
ing the increased supplies, on account of the additional 
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quantity of labour whicli tbe cultiration of inferior lands 
requires ? 

^ § 9. Is not the value of labour equally variable ; being 
not only affected, as all other things are, by the propor- 
tion between the supply and demand, which uniformly 
varies with every change in the condition of the com- 
munity, but also by the varying price of food and other 
necessaries, on which the wages of labour are expended ? 

In the same country double the quantity ""of labour may 
be required to produce a given quantity of food and 
necessaries at one time, that may be necessary at another, 
and a distant time ; yet the labourer’s reward may possibly 
be very little^diminished. If the labourer’s wages at the 
former period, were a certain quantity of food and neces- 
saries, he probably could not have subsisted if that quan- 
tity had been redij^ced. Food and necessaries in this case 
will have risen 100 per cent, if estimated by the quantity 
of labour necessary to their production, while they will 
scarcely have increased^ in value, if measured by the 
quantity of labour for which they will exchange. 

The same remark may bo made respecting two or more 
countries. In America and Poland, on the land last taken 
into cultivation, a year’s labour of any given number of 
men, will produce much more corn than on land similarly 
circumstanced in England. Now, supposing all other 
necessaries to be equally cheap in those three countries, 
would it not be a great mistake to conclude, that tht 
quantity of corn awarded to the labourer, would in each 
country be in proportion to the facility of production ? 

If the shoes and clothing of the labourer, could, by 
ifnprovements in machinery, be produced by one fourth of 
the labour now necessary to their production, they would 
probably fall 75 per cent. ; but so far is it from being 
true, that the labourer would thereby be enabled perma- 
nently to consume four coats, or four pair of shoes, instead 
of one, that it is probable his wages would in no long time 
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be adjusted bj tlie effects of competition, and the stimulus 
to population, to the new value of the necessaries on which 
they were expended. If these improvements extended lo 
all the objects of the labourer’s consumption, w^e should 
find him probably at the end of a very few years, in 
possession of only a small, if any, addition to his enjoy- 
ments, although the exchangeable value of those com- 
modities, compared with any other commodity, in the 
manufacture of which no such improvement were made, 
had sustained a very considerable reduction ; and though 
they were the produce of a very considerably diminished 
quantity of labour. 

§ 10. It cannot then be correct, to say# with Adam 
Smith, “ that as labour may sometimes ^pur chase a greater, 
and sometimes a smaller quantity of goods, it is their 
value which varies, not that of the labour which purchases 
them*; ” ^ and therefore, “ that labour alone never varying 
in its own value, is alone the ultimate and real standard 
by which the value of all commo4ities can at all times and 
places be estimated and compared ; ” — but it is correct to 
say, as Adam Smith had previously said, “ that the pro- 
portion between the ^quantities of labour necessary for 
acquiring different objects seems to be the only circum- 
stance which can afford any rule for exchanging them for 
one another ; ” ® or in other words, that it is the compara- 
tive quantity of commodities which labour will produce, 
that determines their present or past relative value, and 
not the comparative quantities of commodities, which are 
given to the labourer in exchange for his labour. 

[§ 11. ‘ If any one commodity could be found, which now 
and at all times required precisely the same quantity of 

* [Bk. 1. c. V. 14 a. Quotation only substantially correct.] 

» [Ibid.] 

® [See above.] 

^ [This passage, contained in first and second editions, is omitted 
from the third. Here it is restored.] 
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labour to produce it, that commodity would be of an 
unvarying value, and would be eminently useful as a 
standard by wliich the variations of other things might be 
measured. Of such a commodity we have no knowledge 
and consequently are unable to fix on any standard of 
value. It is, hi>wever, of considerable use towards attaih- 
ing a correct theory, to asceiTain what the essential 
qualities of a standard are, that we may know the causes 
of the variation in the relative value of commodities and 
that we may be enabled to calculate the degree in which 
they are likely to operate.] ^ 

§ 12. Two commodities vary in relative value, and we 
wish to know in which the variation has really taken 
place. If we compare the present value of one, with 
shoes, stockings, hats, iron, sugar, and all 'bther com- 
modities, we find ’that it will exchange for precisely the 
same quantity of all these things as before. If we compare 
the other with the same commodities, we find it has varied 
with respect to them aih we may then with great pro- 
bability infer that the variation has been in this com- 
modity, and not in the commodities with which we have 
compared it. If on examining still paore particularly into 
all the circumstances connected with the production of 
these various commodities, we find that precisely the 
same quantity of labour and capjtal are ^ necessary to the 
production of the shoes, stockings, hats, iron, sugar, etc. ; 
but that the same quantity as before is not necessary to 
produce the single commodity whose relative value is 
altered, probability is changed into certainty, and we are 
sure that the variation is in the single commodity; we 
then discover also the cause of its variation. 

If I found that an ounce of gold would exchange for a 
less quantity of all the commodities above enumerated, 
and many others j and if, moreover, I found that by the 
discovery of a new and more fertile mine, or by the 
^ [Cf. § 64. Even if larger supply required.] * 
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employment of macliiiiery to great advantage, a given 
quantity of gold could be obtained with a less quantity of 
labour, I should be justified in saying that the cause Zf 
the alteration in the value of gold relatively to other com- 
modities, was the greater facility of its production, or the 
sfiialler quantity of labour necessary to obtain it. In like 
manner, if labour fell very considerably in value, relatively 
to aU other things, and if I found that its fall was in con- 
sequence of an abundant supply, encouraged by the great 
facility with which corn, and the other necessaries of the 
labourer, were produced, it would, I apprehend, be correct 
for me to say that corn and necessaries had fallen in value 
in consequence of less quantity of labour being necessary 
to produce them, and that this facility of providing for the 
support of the labourer had been followed by a fall in the 
value of labour. No, say Adam Smitlf and Mr. Malthus, 
in the case of the gold you were correct in calling its 
variation a fall of its value, because com and labour had 
not then varied; and as gold* would command a less 
quantity of them, as well as of all other things, than 
before, it was correct to say that all things had remained 
stationary, and that g^ld oniy had varied ; but when corn 
and labour fall, things which we have selected to he our 
standard measure of value, notwithstandiag all the varia- 
tions to which we acknowledge they are subject, it would 
be highly improper to say so ; the correct language will be 
to say, that corn and labour have remained stationary, and 
all other other things have risen in value. 

Now it is against this language that I protest. I find 
that precisely, as in the case of the gold, the cause of the 
variation between com and other things, is the smaller 
quantity of labour necessary to produce it, and therefore, 
by all just reasoning, I am bound to call the variation of 
com and labour a fall in their value, and not a rise in the 
value of the things with which they are compared. If I 
have to hire a labourer for a week, and instead of ten 
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sMllings I pay liim eight, no vaiiation lia.ving taken place 
in the Talne of money, the labourer can probably obtain 
more food and necessaries, with his eight shillings, than 
he before obtained for ten: but this is owing, not to a rise 
in the i*eal value of his wages, as stated by Adam Smith, 
and more recently by Mr. Malthus, but to a fall in the 
value of the things on which his wages are expended, 
things perfectly distinct ; and yet for callifig this a fall in 
the real value of wages, I am told that I adopt new and 
unusual language, not reconcileable with the true prin- 
ciples of the science."^ To me it appears that the unusual 
and, indeed, inconsistent language, is that used by my 
opponents. 

Suppose a labourer to be paid a bushel o^ corn for a 
week’s work, wh(^ the price ^ com is 80s. per quarter, 
and that he is paid a bushel and a quarter when the price 
falls to 40s. Suppose, too, that he consumes half a bushel 
of corn a week in his own family, and exchanges the 
remainder for other things, such as fuel, soap, candles, 
tea, sugar, salt, etc., etc. ; if the three-fourths of a bushel 
which will remain to him, in #ne case, cannot procure him 
as much of the above commodities Ss half a bushel did in 
the other, which it will not, will labour have risen or fallen 
in value? Eisen, Adam Smith must say, because his 
standard is corn, and the labouTer receives more corn for 
a week’s labour. Fallen, must the same Adam Smith 
say, ** because the value of a thing depends on the power 
of purchasing other goods which the possession of that 
object conveys,” ® and labour has a less power of purchas- 
img such other goods. 

* [V. p, 39, note.] 


[Substantially Bk. 1. c, v. p. 13 a-] 



SECT. IL] 


ON VALUE. 


15 


SECTION II. 

Labour of different qualities differently rewarded. This no cause 
of variation in the relative value of commodities, 

§ 13. In speaking, however, of labour, as being the 
foundation of dM. value, and the relative quantity of labour 
as almost exclusively determining the relative value of 
commodities, I must not be supposed to be inattentive to 
the different qualities of labour, and the difficulty of com- 
paring an hour’s or a day’s labour, in one employment, 
with the same duration of labour in another. "The estima- 
tion in which different qualities of labour are held, comes 
soon to be adjusted in thejgaarket with sufficient precision 
for all practical purposes, and depends much on the com- 
parative skill of the labourer, and intensity of the labour 
performed. The scale, when once formed, is liable to 
little variation. If a day’s labour of a working jeweller 
be more valuable than a day’s labour of a common 
labourer, it has long ago be^n adjusted, and placed in its 
proper position in the ocaie of value. ^ 

^ “ But though labour be the real measure of the exchangeable 
value of all commodities, it is not that by which their value is 
commonly estimated. It is often difficult to ascertain the pro- 
portion between two different quantities of labour. The time 
spent in two different sorts of work will not always alone deter- 
mine this proportion. The different degrees of hardship endured, 
and of ingenuity exercised, must likewise be taken into account. 
There may be more labour in an hour’s hard work, than in two hours’ 
easy business ; or, in an hour’s application to a trade, which it costs 
•ten years’ labour to learn, than in a month’s industry at an ordi- 
nary and obvious employment. But it is not easy to find any 
accurate measure, either of hardship or ingenuity. In exchanging, 
indeed, the different productions of different sorts of labour for one 
another, some allowance is commonly made for both. It is 
adjusted, however, not by any accurate measure, but by the 
higgling and bargaining of the market, according to that sort of 



16 POLITICAL ECONOa|Y. [CHAP. I. 

In comparing, therefore, the value of the same com- 
modity, at different periods of time, the consideration of 
the comparative skill and intensity of labour, required for 
that particular commodity, needs scarcely to be attended 
to. as it operates equally at both periods. One description 
of labour at one time is compared with the same descrip- 
tion of labour at another ; if a tenth, a fifth, or a fourth, 
has been added or taken away, an effect proportioned to 
the cause will be produced on the relative value of the 
commodity. 

If a piece of cloth be now of the value of two pieces of 
linen, and if, in ten years hence, the ordinary value of a 
piece of cloth should be four pieces of linen, we may 
safely conclude, that either more labour is required to 
make the cloth, or less to make the linen, or that both 
causes have operaSted. 

As the inquiry to which I wish to draw the reader’s 
attention, relates to the effect of the variations in the 
relative value of commSdities, and not in their absolute 
value, it will be of little importance to examine into the 
comparative degree of estinj^tion in which the different 
kinds of human labour are held. We may fairly conclude, 
that whatever inequality there might originally have been 
in them, whatever the ingenuity, skill, or time necessary 
for the acquirement of one species of manual dexterity 
more than another, it continues nearly the same from one 
generation to another ; or at least, that the variation is 
very inconsiderable from year to year, and therefore, can 
have little effect, for short periods, on the relative value of 
commodities. 

“The proportion between the different rates both ofr 
wages and profit in the different employments of labour 
and stock, seems not to be much affected, as has already 

rough equality, which though not exact, is sufficient for the carry- 
ing on the business of common -^Wealth of Nations, Bk. 1. 
c. 10. [Reference wrong. Bk. 1. c. 5. p. 13 a.] 
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been observed, by tbe ricbes or poverty, tbe advancing, 
stationary, or declining state of the society. Such revolu,., 
tions in the public welfare, though they affect the general 
rates both of wages and profit, must in the end affect them 
equally in all different employments. The proportion 
between them therefore must remain the same, and 
cannot well be altered, at least for any considerable time, 
by any such reWDlutions.** ^ 


SECTION III. 

Not only the labour applied immediately to commodities affect ® their 
value, hut the labour also which is bestowed on the implements, 
tools, and buildings, with which such labour is assisted, 

§ 14. Even in that early state to which Adam Smith 
refers, some capital, though possibly made and accumu- 
lated by the hunter himself, woul4 be necessary to enable 
him to kill his game. Without some weapon, neither the 
beaver nor the deer could be destroyed, and therefore the 
value of these animals^ would be regulated, not solely by 
the time and labour necessary to their destruction, but 
also by the time and labour necessary for providing the 
hunter’s capital, the weapon, by the aid of which their 
destruction was effected. 

Suppose the weapon necessary to kill the beaver, was 
constructed with much more labour than that necessary to 
kill the deer, on account of the greater difficulty of 
approaching near to the former animal, and the consequent 
necessity of its being more true to its mark ; one beaver 
would naturally be of more value than two deer, and 
precisely for this reason, that more labour would, on the 
whole, be necessary to its destruction. Or suppose that 
the same quantity of labour was necessary to make both 

' ** Wealth of Nations,’’ Bk. 1. chap. x. [p. 60 b], » 
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weapons, but tliat tbej were of very unequal durability ; 
of the durable implement only a small portion of its value 
would be transferred to the commodity, a much greater 
portion of the value of the less durable implement would be 
realized in the commodity which it contributed to produce* 

All the implements necessary to kill the beaver and deer 
might belong to one class of men, and the labour employed 
in their destruction might be furnished by^ another class ; 
still, their comparative prices would be in proportion to 
the actual labour bestowed, both on the formation of the 
capital, and on the destruction of the animals. Under 
different circumstances of plenty or scarcity of capital, as 
compared with labour, under diferent circumstances of 
plenty or scarcity of the food and necessaries essential to 
the support of men, those who furnished an equal value of 
capital for either one employment or for the other, might 
have a half, a fourth, or an eighth of the produce obtained, 
the remainder being paid^as wages to those who furnished 
the labour ; yet this division could not affect the relative 
value of these commodities, since whether the profits of 
capital were greater or less, whether they were 50, 20, or 
10 per cent, or whether the wages labour were bigb or 
low, they would operate equally on both employments. 

§ 15. If we suppose the occupations of the society ex- 
tended, that some provide canons and tackle necessary for 
fishing, others the seed and rude machinery first used in 
agriculture, still the same principle would hold true, that 
the exchangeable value of the commodities produced would 
be in proportion to the labour bestowed on their production; 
not on their immediate production only, but on all those 
implements or machines required to give effect to the" 
particular labour to which they were applied. 

If we look to a state of society in which greater improve- 
ments have been made, and in which arts and commerce 
flourish, we shall still find that commodities vary in vahie 
conformably with this principle : in estimating the ex- 
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changeable value of stocMngs, for example, we shall find 
that their value, comparatively with other things, depend 
on the total quantity of labour necessary to manufacture 
them, and bring them to market. First, there is the 
labour necessary to cultivate the land on which the raw 
cotton is grown; secondly, the labour of conveying the 
cotton to the country where the stockings are to be manu- 
factured, which includes a portion of the labour bestowed 
in building the ship in which it is conveyed, and which is 
charged in the freight of the goods ; thirdly, the labour of 
the spinner and weaver ; fourthly, a portion of the labour 
of the engineer, smith, and carpenter, who erected the 
buildings and machinery, by the help of w£ich they are 
made ; fifthjy, the labour of the retail dealer, and of many 
others, whom it is unnecessary furthe^c to particularize. 
The aggregate sum of these various kinds of labour, deter- 
mines the quantity of other things for which these stock- 
ings will exchange, while the s|,me consideration of the 
various quantities of labour which have been bestowed on 
those other things, will equally govern the portion of them 
which will be given for the stockings. 

To convince ourselVbs that this is the real foundation of 
exchangeable value, let us suppose any improvement to be 
made in the means of abridging labour in any one of tbe 
various processes through*which the raw cotton must pass, 
before the manufactured stockings come to the market, to 
be exchanged for other things; and observe the effects 
which will follow. If fewer men were required to cultivate 
the raw cotton, or if fewer sailors were employed in navi- 
gating, or shipwrights in constructing the ship, in which ft 
• was conveyed to us; if fewer hands were employed in 
raising the buildings and machinery, or if these, when 
raised, were rendered more efficient, the stockings would 
nevitably fall in value, and consequently command less of 
other things. They would fall, because a less quantity of 
labour was necessary to their production, and would there- 
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fore excliange for a smaller quantity of those thiags in 
which no such abridgment of labour had been made. 

jSconomy in the use of labour neyer fails to reduce the 
relative value of a commodity, whether the saving be in 
the labour necessary to the manufacture of the commodity 
itself, or in that necessary to the formation of the capital, 
by the aid of which it is produced. In either case the 
price of stockings would fall, whether thei^p were fewer 
men employed as bleachers, spinners, and weavers, persons 
immediately necessary to their manufacture ; or as sailors, 
carriers, engineers, and smiths, persons more indirectly 
concerned. In the one case, the whole saving of labour 
would fall on the stockings, because that portion of labour 
was wholly confined to the stockings; in the other, a 
portion only would fall on the stockings, the' remainder 
being applied to all those other commodities, to the pro- 
duction of which the buildings, machinery, and carriage, 
were subservient. 

Suppose that in the earl j* stages of society, the bows and 
arrows of the hunter were of equal value, and of equal 
durability, with the canoe and implements of the fisher- 
man, both being the product of t^^e same quantity of 
labour. Under such circumstances the value of the deer, 
the produce of the hunter’s day’s lahonr, would be exactly 
equal to the value of the fish, the produce of the fisher- 
man’s day’s labour. The comparative value of the fish and 
the game, would be entirely regulated by the quantity of 
labour realized in each ; whatever might be the quantity 
of production, or however high or low general wages or 
prpfits might be. If for example the canoes and imple- 
ments of the fisherman were of the value of <58100 and 
were calculated to last for ten years, and he employed ten 
men, whose annual labour cost <;8100 and who in one day 
obtained by their labour twenty salmon : If the weapons 
employed by the hunter were also of 08 ! 00 value and 
calculated to last ten years, and if he also employed ten 
men, wh^^se annual labour cost .£100 and who in one day 
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procured Mm ten deer ; tlien tlie natural price of a deer 
would be two salmon, wbetber tbe proportion of tbe wbjjle 
produce bestowed on tbe men wbo obtained it, were large 
or small. The proportion which might be paid for wages, 
is of the utmost importance in the question of profits ; for 
ft must at once be seen, that profits would be high or low, 
exactly in proportion as wages were low or high; but it 
could not in ®fche least affect the relative value of fish and 
game, as wages would be high or low at the same time in 
both occupations. If the hunter urged the plea of his 
paying a large proportion, or the value of a large propor- 
tion of his game for wages, as an inducement to the fisher- 
man to give him more fish in exchange for* his game, the 
latter would state that he was equally affected by the 
same cause*; and therefore under all variations of wages 
and profits, under all the effects of accumulation of capital, 
as long as they continued by a day’s labour to obtain 
respectively the same quantity of fish, and the same 
quantity of game, the natural rate of exchange would be 
one deer for two salmon. 

If with the same quantity of labour a less quantity of 
fish, or a greater quantity of game were ^ obtained, the value 
of fish would rise in comparison with that of game. If, 
on the contrary, with the same quantity of labour a less 
quantity of game, or a greater quantity of fish was ^ obtained, 
game would rise in comparison with fish. 

§ 16. If there were any other commodity which was in- 
variable in its value, we should be able to ascertain, by 
comparing the value of fish and game with this commodity, 
how much of the variation was to be attributed to a caxsee 
which affected the value of fish, and how much to a cause 
which affected the value of game. 

Suppose money to be that commodity. If a salmon 
were worth £1 and a deer ,^2 one deer would be worth 
two salmon. But a deer might become of the value of 
three salmon, for more labour might be required to obtain 
' [Sic.} 
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the deer, or less to get the salmon, or both these causes 
might operate at the same time. If we had this invariable 
standard, we might easily ascertain in what degree either 
of these causes operated. If salmon continued to sell for 
£l whilst deer rose to we might conclude that more 
labour was required to obtain the deer. If deer continued 
at the same price of <£2 and salmon sold for 18s. M, we 
might then be sure that less labour was required to obtain 
the salmon ; and if deer rose to £2 10s, and salmon fell 
to 165 . 8 d. we should be convinced that both causes had 
operated in producing the alteration of the relative value 
of these commodities. 

1^0 alteration in the wages of labour could produce any 
alteration in the relative value of these commodities ; for 
suppose them to rise, no greater quantity of labour would 
be required in Buy of these occupations, but it would be 
paid for at a higher price, and the same reasons which 
should make the hunter and fisherman endeavour to raise 
the value of their game ard fish, would cause the owner of 
the mine to raise the value of his gold. This inducement 
acting with the same force on all these three occupations, 
and the relative situation of tSose erygaged in them being 
the same before and after the rise of wages, the relative 
value of game, fish, and gold, would continue unaltered. 
Wages might rise twenty per cent^ and profits consequently 
fall in a greater or less proportion, without occasioning the 
least alteration in the relative value of these commodities. 

Now suppose, that with the same labour and fixed 
capital, more fish could be produced, but no more gold ox 
gsme, the relative value of fish would fall in comparison 
with gold or game. If, instead of twenty salmon, twenty- 
five were the produce of one day’s labour, the price of a 
salmon would be sixteen shillings instead of a pound, and 
two salmon and a half, instead of two salmon, would be 
given in exchange for one deer, but the price of deer would 
continue at £2 as before. In tbe same manner, if fewer 



ON VALUE. 


23' 


SECT, in.] 

fish could be obtained with the same capital and labour, 
fish would rise in comparative value. Fish then would 
rise or fall in exchangeable value, only because more m 
less labour was ^ required to obtain a given quantity ; and 
it never could rise or fall beyond the proportion of the in- 
creased or diminished quantity of labour required. 

If we had then an invariable standard, by which we 
could measure the variation in other commodities, we 
should find that the utmost limit to which they could per- 
manently rise, if produced under the circumstances sup- 
posed, was proportioned to the additional quantity of 
labour required for their production; and that unless 
more labour were required for their productifjn, they could 
not rise in any degree whatever. A rise of wages would 
not raise them in money value, nor relatively to any 
other commodities, the production of IVhich required no 
additional quantity of labour, which employed the same 
proportion of flted and circulating capital, and fixed capital 
of the same, durability. If mort or less labour were re- 
quired in the production of the other commodity, we have 
already stated that this wiU immediately occasion an 
alteration in its relative value, but such alteration is owing 
to the altered quantity of requisite labour, and not to the 
rise of wages. 


SECTION lY. 

The principle that the quantity of labour bestowed on theproductionof 
commodities regulates their relative value, cmisiderably modifiedhy 
the employment of machinery and other jkced and durable capita^ 

§ 17. In the former section we have supposed the imple- 
ments and weapons necessary to kill the deer and salmon, 

^ [The second limitation introduced by Kicardo (for first, § 4). 
Had he followed out the lines of thought suggested in this and the 
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to be equally durable, and to be the result of the same 
quantity of labour, and we have seen that the valuations 
^ the relative value of deer and salmon depended solely 
on the varying quantities of labour necessary to obtain 
them, — ^but in every state of society, the tools, implements, 
buildings, and machinery employed in different trades 
may be of various degrees of durability, and may require 
different portions of labour to produce them. The pro- 
portions, too, in which the capital that is to support 
labour, and the capital that is invested in tools, machinery 
and buildings, may be variously combined. This difference 
in the degree of durability of fixed capital, and this variety 
in the proportions in which the two sorts of capital may 
be combined, introduce another cause, besides the greater 
or less quantity of labour necessary to produce commodi- 
ties, for the variations in their relative value — this cause 
is the rise or fall in the value of labour. 

The food and clothing consumed by the labourer, the 
buildings in which he works, the implements with which 
his labour is assisted, are all of a perishable nature. There 
is however a vast difference in the time for which these 
different capitals will endure : a steam-engine' will last 
longer than a ship, a ship than the clothing of the 
labourer, and the clothing of the labourer longer than the 
food which he consumes. 

r 

According as capital is rapidly perishable, and requires 
to be frequently reproduced, or is of slow consumption, it 
is classed under the heads of circulating, or of fixed 
capital.^ A brewer, whose buildings and machinery are 
valuable and durable, is said to employ a large portion 

following Section, he might have arrived at a consistent theory of 
capital and interest. That is, he would have treated interest as an 
Independent payment determined hy independent circumstances, 
and not merely of the nature of a surplus. ] 

^ A division not essential, and in which the line of demarcation 
cannot be accurately drawn. [The distinction here drawn between 
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of fixed capital: on the contrary, a shoemaker, whose 
capital is chiefly employed in the payment of wages, 
which are expended on food and clothing, commoditi^ 
more perishable than buildings and machinery, is said 
to employ a large proportion of his capital as circulating 
capital. 

It is also to be observed that the circulating capital may 
circulate, or b^ returned to its employer, in very unequal 
times. The wheat bought by a farmer to sow is com- 
paratively a fixed capital to the wheat purchased by a 
baker to make into loaves. One leaves it in the ground, 
and can obtain no return for a year ; the other can get it 
ground into flour, sell it as bread to his ct^stomers, and 
have his capital free to renew the same, or commence any 
other employment in a week. 

Two trades then may employ the same toount of capital ; 
but it may be very differently divided with respect to the 
portion which is fixed, and that which is circulating. 

In one trade very little capital-^may be employed as cir- 
culating capital, that is to say in the support of labour^ — it 
may be principally invested in machinery, implements, 
buildings, &c., capital of a comparatively fixed and durable 
character. In another trade the same amount of capital 
may be used, but it may be chiefly employed in the support 
of labour, and very little may be invested in implements, 
machines, and buildings. A rise in the wages of labour 

fixed and circulating capital is by no means the same as that made 
by many other writers ,* Adam Smith, for instance. 

“ Circulating Capital according to Adam Smith is capital which 
yields a profit by circulating from hand to hand: as wheat, 
cattle, coin. 

“ Fixed Capital according to Adam Smith is capital which yields 
a profit by remaining in the hands of one owner.” Sargant, 
“Eecent Political Economy,” p. 26. 

Cf. § 54, “It is difficult to define strictly where the distinction 
between circulating and fixed capital begins ; for there are almost 
infinite degrees in the durability of capital”] 
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cannot fail to affect xineqnally, commodities produced 
under sucli different circumstances. 

Again two manufacturers may employ tlie same amount 
of fixed, and tiie same amount of circulating capital ; but 
tbe durability of tbeir fixed capitals may be very unequal. 
One may liave steam-engines of the value of d810,000, the 
other, ships of the same value. 

If men employed no machinery in production but labour 
only, and were all the same length of time before they 
brought their commodities to market, the exchangeable 
value of their goods would be precisely in proportion to 
the quantity of labour employed. 

If they employed fixed capital of the same value and of 
the same durability, then, too, the value of the commodities 
produced would be the same, and they would vary with 
the greater or lefss quantity of labour employed on their 
production. 

§ 18. But although commodities produced under similar 
circumstances, would not^vary with respect to each other, 
from any cause hut an addition or diminution of the 
quantity of labour necessary to produce one or other of 
them, yet compared with others not produced with the 
same proportionate quantity of fixed capital, they would 
vary from the other cause also which I have before men- 
tioned, namely, a rise in the value of labour, although 
neither more nor less labour were employed in the pro- 
duction of either of them. Barley and oats would con- 
tinue to bear the same relation to each other under any 
variation of wages. Cotton goods and cloth would do the 
same, if they also were produced under circumstances pre- 
cisely similar to each other, bnt yet with a rise or fall of 
wages, barley might be more or less valuable compared" 
with cotton goods, and oats compared with cloth. 

Suppose two men employ one hundred men each for a 
year in the construction of two machines, and another man 
employs the same number of men in cultivating corn, each 
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of tlie macMnes at tlie end of tlie year will be of tbe same 
value as tbe corn, for they will each be produced by tbe 
same quantity of labour. Suppose one of tbe owners of^ 
one of tbe macbines to employ it, with tbe assistance of 
one hundred men, tbe following year in making cloth, and 
tbe* owner of tbe other machine to employ bis also, with 
tbe assistance likewise of one hundred men, in making 
cotton goods, while tbe farmer continues to employ one 
hundred men as* before in tbe cultivation of com. During 
tbe second year they wiU all have employed tbe same 
quantity of labour, but tbe goods and machine together of 
tbe clothier, and also of tbe cotton manufacturer, will be 
tbe result of tbe labour of two hundred men, employed for 
a year ; or, rather, of tbe labour of one hundred men for 
two years; whereas tbe corn will be produced by tbe 
labour of one hundred men for one yearj consequently if 
tbe com be of tbe value of o05OO tbe machine and cloth of 
tbe clothier together, ought to be of tbe value of «i81,000 
and tbe machine and cotton good« of tbe cotton manufac- 
turer, ought to be also of twice the value of the corn. But 
they will be of more than twice tbe value of tbe corn, for 
the profit on tbe clothier’s and cotton manufacturer’s 
*#apital for tbe first year has been added to their capitals, 
while that of tbe farmer has been expended and enjoyed. 
On account then of tbe different degrees of durability of 
their capitals, or, which is *tbe same thing, on account of 
tbe time which must elapse before one set of commodities 
can be brought to market, they will be valuable, not 
exactly in proportion to tbe quantity of labour bestowed 
on them — they will not be as two to one, but something 
more, to compensate for tbe greater length of time wbic? 
Inust elapse before tbe most valuable can be brought to 
market. 

Suppose that for tbe labour of each workman £50 per 
annum were paid, or that <£5,000 capital were employed 
and profits were 10 per cent., the value of each of the 
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macHnes as well as of tlie corn, at the end of the first 
year, would he ^85,500. The second year the manufac- 
* turers and farmer will again employ ^5,000 each in the 
support of labour, and will therefore again sell their goods 
for <^5,500, but the men using the machines, to be on a 
par with the farmer, must not only obtain <£5,500 foi^ the 
equal capitals of d85,000 employed on labour, but they 
must obtain a further sum of <£550 for the profit on 
<£5,500 which they have invested in machinery, and con- 
sequently their goods must sell for .£6,050. Here then 
are capitalists employing precisely the same quantity of 
labour annually on the production of their commodities, 
and yet the^ goods they produce differ in value on account 
of the different quantities of fixed capital, or accumulated 
labour, employed by each respectively. The cloth and 
cotton goods ar^ of the same value, because they are the 
produce of equal quantities of labour, and equal quantities 
of fixed capital ; but corn is not of the same value as these 
commodities, because it**is produced, as far as regards fixed 
capital, under different circumstances. 

But how will their relative value be affected by a rise in 
the value of labour ? It is evident that the relative values 
of cloth and cotton goods will undergo no change, for what 
affects one must equally affect the other, under the circum- 
stances supposed : neither will ^he relative values of wheat 
and barley undergo any change, for they are produced 
under the same circumstances as far as fixed and circu- 
lating capital are concerned ; but the relative value of corn 
to cloth, or to cotton goods, must be altered by a rise of 
labour. 

There can be no rise in the value of labour without a fall 
of profits. If the corn is to be divided between the farmer 
and the labourer, the larger the proportion that is given to 
the latter, the less will remain for the former. So if cloth 
or cotton goods be divided between the workman and his 
employer, the larger the proportion given to the former, 
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the less remains for the latter. Suppose then, that owing 
to a rise of wages, profits fall from 10 to 9 per cent., in- 
stead of adding d2550 to the common price of their goods 
(to ,^£5,500) for the profits on their fixed capital, the manu- 
facturers would add onlj 9 per cent, on that sum, or <£496, 
consequently the price would be <£5,996 instead of £6,050. 
As the corn would continue to sell for £6,600, the manu- 
factured goods iij which more fix:ed capital was employed, 
would fall relatively to com or to any other goods in which 
a less portion of fixed capital entered. The degree of 
alteration in the relative value of goods, on account of a 
rise or fall of labour, would depend on the proportion 
which the fixed capital bore to the whole capital employed. 
All commodities which are produced by very valuable 
machinery, or in very valuable buildings, or which require 
a great length of time before they can%e brought to 
market, would fall in relative value, while all those which 
were chiefly produced by labour, or which would be speedily 
brought to market would rise in relative value. 

The reader, however, should remark, that this cause of 
the variation of commodities is comparatively slight in its 
effects. With such a rise of wages as should occasion a 
fall of one per cent, in profits, goods produced under the 
circumstances I have supposed, vary in relative value only 
one per cent. ; they fall witli so great a fall of profits from 
£6,060 to £6,996. The greatest effects which could be 
produced on the relative prices of these goods from a rise 
of wages, could not exceed 6 or 7 per cent.; for profits 
could not, probably, under any circumstances, admit of a 
greater general and permanent depression than to that 
amount. 

* Not so with the other great cause of the variation in the 
value of commodities, namely, the increase or diminution 
in the quantity of labour necessary to produce them. If 
to produce the com, eighty, instead of one hundred men, 
should be required, the value of the corn would fall 20 per 
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cent, or from ^5,500 to ^4,400. If to produce tlie cloth, 
^he labour of eighty instead of one hundred men would 
suffice, cloth would fall from o£6,050 to ^4,950. An 
alteration in the permanent rate of profits, to any great 
amount, is the effect of causes which do not operate but in 
the course of years ; whereas alterations in the quantity 
of labour necessary to produce commodities, are of daily 
occurrence. Every improvement in machinery, in tools, 
in buildings, in raising the raw material, saves labour, and 
enables us to produce the commodity to which the im- 
provement is applied with more facility, and consequently 
its value alters. In estimating, then, the causes of the 
variations in the value of commodities, although it would 
be wrong wholly to omit the consideration ^of the effect 
produced by a ri«e or fall of labour,^ it would be equally 
incorrect to attach much importance to it; and con- 
sequently, in the subsequent part of this work, though I 
shall occasionally refer iff this cause of variation, I shall 
consider all the great variations which take place in the 
relative value of commodities to he produced by the greater 
or less quantity of labour which may be required from time 
to time to produce them. 

It is hardly necessary to say, that commodities which 
have the same quantity of labour bestowed on their pro- 
duction, will differ in exchangeable value, if they cannot 
be brought to market in the same time. 

Suppose I employ twenty men at an expense of <£1,000 
for a year in the production of a commodity, and at the 
end of the year I employ twenty men again for another 
year, at a further expense of <£1,000 in finishing or per- 
fecting the same commodity, and that I bring it to market 
at the end of two years, if profits be 10 per cent., my com- 
modity must sell for £2,310 ; for I have employed £1,000 
capital for one year, and £2,100 capital for one year more. 
Another man employs precisely the same quantity of 
^ [In the value of labour.] 



ON TALUE. 


31 


9BCT. IT.] 

labour, but be employs it all in tbe first year ; lie employs 
forty men at an expense of <£2,000, and at tbe end of tbe^ 
first year be sells it with 10 per cent, profit, or for <£2,200. 
Here tben are two commodities having precisely the same 
quantity of labour bestowed on them, one of which sells 
for 302,310 — the other for £2,200. 

This case appears to diiffer from the last, but is, in fact, 
the same. In bnth cases the superior price of one com- 
modity is owing to tbe greater length of time which must 
elapse before it can be brought to market. In the former 
case the machinery and cloth were more than double the 
value of the com, although only double the quantity of 
labour was bestowed on them. In the second case, one com- 
modity is more valuable than the other, although no more 
labour was employed on its production. ^ The difference 
in value arises in both cases from the profits being accu- 
mulated as capital, and is only a just compensation for the 
time that the profits were withhel<^. 

It appears then that the division of capital into different 
proportions of fixed and circulating capital, employed in 
different trades, introduces a considerable modification to 
the rule, which is of universal application when labour is 
almost exclusively employed in production ; namely, that 
commodities never vary in value, unless a greater or less 
quantity of labour be bestowed on their production, it 
being shown in this section that without any variation in 
the quantity of labour, the rise of its value merely will 
occasion a fall in the exchangeable value of those goods, 
in the production of which fixed capital is employed ; the 
larger the amount of fixed capital, the greater will be th^ 
iaU. 
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SECTIOisT V. 

The principle thatmlm does not nary with the rise or fall of wages, 

modified also by the unequal durability of capital, and by the 

unequal rapidity with which it is returned to its employer, 

§ 19. In tlie last section we have supposed that of two 
equal capitals in two diferent occupations, •the proportions 
of fixed and circulating capitals were unequal, now let us 
suppose them to he in the same proportion hut of unequal 
durability. In proportion as fixed capital is less durable, 
it approaches to the nature of circulating capital. It will 
he consumed and its value reproduced in a shorter time, in 
order to preserve the capital of the manufacturer. We 
have just seen, ^that in proportion as fixed capital pre- 
ponderates in a manufacture, when wages rise, the value of 
commodities produced in that manufacture, is relatively 
lower than that of commodities produced in manufactures 
where circulating capitafpreponderates. In proportion to 
the less durability of fixed capital, and its approach to the 
nature of circulating capital, the same effect will he pro- 
duced by the same cause. 

If fixed capital be not of a durable nature, it will require 
a great quantity of labour annually to keep it in its original 
state of efficiency ; but the labour so bestowed may be con- 
sidered as really expended on the commodity manufactured, 
which must bear a value in proportion to such labour. If 
I had a machine worth .5820,000 which with very little 
labour was efficient to the production of commodities, and 
sf the wear and tear of such machine were of trifling 
amount, and the general rate of profit 10 per cent., I^ 
should not require much more than ^2,000 to be added 
to the price of the goods, on account of the employment of 
my machine ; but if the wear and tear of the machine were 
great, if the quantity of labour requisite to keep it in an 
efficient state were that of fifty men annually, I should 
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require au additional price for mj goods, equal to that 
which, would be obtained bj any other manufacturer who 
employed fifty men in the production of other goods, ana 
who used no machinery at all. 

But a rise in the wages of labour would not equally 
affict commodities produced with machinery quickly con- 
sumed, and commodities produced with machineiy slowly 
consumed. In«the production of the one, a great deal of 
labour would be continually transferred to the commodity 
produced — in the other very little would be so transferred. 
Every rise of wages, therefore, or, which is the same thing, 
every fall of profits, would lower the relative value of those 
commodities which were produced with a Capital of a 
durable nature, and would proportionally elevate those 
which were produced with capital more perishable. A fall 
of wages would have precisely the contrary efiEect. 

I have already said that fixed capital is of various degrees 
of durability — suppose now a machine which could in any 
particular trade be employed to do the work of one hundred 
men for a year, and that it would last only for one year 
Suppose too, the machine to cost *^5,000, and the wages 
annually paid to one hundred men to be .^85,000, it is 
evident that it would be a matter of indifference to the 
manufacturer whether he bought the machine or employed 
the men. But suppose labour to rise, and consequently 
the wages of one hundred men for a year to amount to 
^5,500, it is obvious that the manufacturer would now no 
longer hesitate, it would be for his interest to buy the 
machine and get his work done for ^85,000. But will not 
the machine rise in price, will not that also be worth 
^5,500 in consequence of the rise of labour? It would 
rise in price if there were no stock employed on its con- 
struction, and no profits to be paid to the maker of it. If, 
for example, the machine were the produce of the labour 
of one hundred men, working one year upon it with wages 
of <£50 each, and its price were consequently ^5,000 ; 

n 
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should those wages rise to £ 55 , its price would be ^5,500, 
but this cannot be the case ; less than one hundred men 
"are employed ox* it could not be sold for <£5,000, for out of 
the £5,000 must be paid the profits of stock which em- 
ployed the men. Suppose then that only eighty-five men 
were employed at an expense of £50 each, or £4,250 per 
annum, and that the £750 which the sale of the machine 
would produce over and above the wages advanced to the 
men, constituted the profits of the engineer's stock. When 
wages rose 10 per cent, he would be obliged to employ an 
additional capital of £425 and would therefore employ 
£4,675 instead of £4,250, on which capital he would only 
get a profit 6f £325 if he continued to sell his machine for 
£5,000 ; but this is precisely the case of all manufacturers 
and capitahsts ; ^he rise of wages a:ffects them all. If 
therefore the maker of the machine should raise the price 
of it in consequence of a rise of wages, an unusual quantity 
of capital would be em-^loyed in the construction of such 
machines, till their price afforded only the common rate of 
profits.^ We see then that machines would not rise in 
price, in consequence of a rise of wages. 

The manufacturer, however, who in a general rise of 
wages, can have recourse to a machine which shall not 
increase the charge of production on his commodity, would 
enjoy peculiar advantages if he •could continue to charge 
the same price for his goods ; but he, as we have already 
seen, would be obliged to lower the price of his com- 

^ We here see why it is that old countries are constantly im- 
pelled to employ machinery, and new countries to emi)loy labour. 
With every difficulty of providing for the maintenance of men, 
labour necessarily rises, and with every rise in the price of labour, " 
new temptations are offered to the use of machinery. This difV- 
culty of providing for the maintenance of men is in constant 
operation in old countries, in new ones a very great increase in 
the population may take place without the least rise in the wages 
of labour. It may be as easy to provide for the 7th, 8th, and 9th 
million of men as for the 2nd, 3rd, and 4th. 
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modities, or capital would flow to his trade till his profits 
had sunk to the general level. Thus then is the public 
benefited by machinery : these mute agents are always the 
produce of much less labour than that which they displace, 
even when they are of the same money value. Through 
tMir influence, an increase in the price of provisions which 
raises wages will afiEect fewer persons ; it will reach, as in 
the above instance, eighty-five men instead of a hundred, 
and the saving which is the consequence, shows itself in 
tlie reduced price of the commodity manufactured. 
Neither machines, nor the commodities made by them, 
rise in real value, but all commodities made by machines 
fall, and fall in proportion to their durability? 

§ 20. It will be seen, then, that in the early stages of 
society, before much machinery or durable capital is used, 
the commodities produced by equal capitals will be nearly 
of equal value, and will rise or fall only relatively to each 
other on account of more or less labour being required for 
their production ; but after the introduction of these ex- 
pensive and durable instruments, the commodities pro- 
duced by the employment of equal capitals will be of very 
unequal value ; and although they will still be liable to 
rise or fall relatively to each other, as more or less labour 
becomes necessary to their production, they wilt be subject 
to another, though a minor variation, also, from the risi 
or fall of wages and profits. Since goods which sell for 
^5,000 may be the produce of a capital equal in amount 
to that from which are produced other goods which sell 
for ^10,000, the profits on their manufacture will be the 
same ; but those profits would be unequal, if the prices i5f 
« the goods did not vary with a rise or fall in the rate of 
profits. 

It appears, too, that in proportion to^ the durability of 
capital employed in any kind of production, the relative 
prices of those commodities on which such durable capital 
is employed, will vary inversely as wages ; they will fall 
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as ^ages rise, and rise as wages fall ; and, on tlie contrary, 
iliose wMcli are produced chiefly by labour with less fixed 
capital, or with fixed capital of a less durable character 
than the medium in which price is estimated, will rise as 
wages rise, and fall as wages fall. 


SECTION VI. 

an invariable measure of valued 

§ 21. When commodities varied in relative value, it 
would be desirable to have the means of ascertaining which 
of them fell and which rose in real value, and this could 
be efiected only by comparing them one after'^another with 
some invariable standard measure of value, which should 
itself be subject to none of the fluctuations to which other 
commodities are exposed. Of such a measure it is im- 
possible to be possessed^ because there is no commodity 
which is not itself exposed to the same variations as the 
things, the value of which is to be ascertained ; that is, 
there is none which is not subject to require more or less 
labour for its production. But if this cause of variation 
in the value of a medium could be removed — if it were 
possible that in the production pf our money for instance, 
the same quantity of labour should at all times be required, 
still it would not be a perfect standard or invariable 
measure of value, because, as I have already endeavoured 
to explain, it would be subject to relative variations from 
rise or fall of wages, on account of the di:flerent propor- 
tions of fixed capital which might be necessary to produce 
it, and to produce those other commodities whose altera- 
tion of value we y7ished to ascertain. It might be subject 
to variations too, from the same cai^se, on account of the 
(lifierent degrees of durability of the fixed capital employed 

^ [With this section of § 96, and indeed the rest of c. xx.] 
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on it, and the commodities to he compared with it — or 
the time necessary to bring the one to market, might he 
longer or shorter than the time necessary to bring the 
other commodities to market, the variations of which were 
to be determined ; all which circumstances disqualify any 
commodity that can be thought of from being a perfectly 
accurate measure of value. 

If, for example, we were to fix on gold as a standard, it 
is evident that it is but a commodity obtained under the 
same contingencies as every other commodity, and re- 
quiring labour and fixed capital to produce it. Like every 
other commodity, improvements in the saving of labour 
might be applied to its production, and consequently it 
might fall in relative value to other things merely on 
account of the greater facility of producmg it. 

If we suppose this cause of variation to be removed, and 
the same quantity of labour to be always required to 
obtain the same quantity of gold, still gold would not be 
a perfect measure of value, by which we could accurately 
ascertain the variations in all other things, because it 
would not be produced with precisely the same combina- 
tions of fixed and circulating capital as all other things ; 
nor with fixed capital of the same durability ; nor would 
it require precisely the same length of time, before it could 
be brought to market. 1 \ would be a perfect measure of 
value for aU things produced under the same circum- 
stances precisely as itself, but for no others. If, for 
example, it were produced under the same circumstances 
as we have supposed necessary to produce cloth and cotton 
goods, it would be a perfect measure of value for thoae 
things, but not so for corn, for coals, and other com- 
modities produced with either a less or a greater propor- 
tion of fixed capital, because, as we have shown, every 
alteration in the permanent rate of profits would have 
some effect on the relative value of all these goods, inde- 
pendently of any alteration in the quantity of labour 
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employed on tlieir production. If gold were produced 
under the same circumstances as corn, even if they never 
<^anged, it would not, for the same reasons, he at all times 
a perfect measure of the value of cloth and cotton goods. 
hFeitlier gold then, nor any other commodity, can ever be a 
perfect measure of value for all things ; but I have alreaiiy 
remarked, that the effect on the relative prices of things, 
from a variation in profits, is comparative^.y slight ; that 
by far the most important effects are produced by the 
varying quantities of labour required for production ; and 
therefore, if we supi^ose this important cause of variation 
removed from the production of gold, we shall probably 
possess as near an approximation to a standard measure of 
value as can be theoretically conceived. May not gold be 
considered as a commodity produced with such propor- 
tions of the two kinds of capital as approach nearest to the 
average quantity employed in the production of most com- 
modities ? May not these proportions be so nearly equally 
distant fz’om the two extremes, the one where little fixed 
capital is used, the other where little labour is employed, 
as to form a just mean between them ? 

If, then, I may suppose myself to be possessed of a 
standard so nearly approaching to an invariable one, the 
advantage is, that I shall be enabled to speak of the varia- 
tions of other things, without ^ embarrassing myself on 
every occasion with the consideration of the possible 
alteration in the value of the medium in which price and 
value are estimated. 

To facilitate, then, the object of this enquiry, although 
I -fully allow that money made of gold is subject to most 
of the variations of other things, I shall suppose it to be 
invariable, and therefore all alterations in price to be 
occasioned by some alteration in the value of the com- 
modity of which I may be speaking. 

Before I quit this subject, it may be proper to observe, 
that Adam Smith, and all the writers who have followed 
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him, have, without one exception that I know of, inain- 
tained that a rise in the price of labour would be uniformly 
followed by a rise in the price of all commodities. I hope 
I have succeeded in showing, that there are no grounds for 
such an opinion, and that only those commodities would 
rise which had less fixed capital employed upon them tlian 
the medium in which price was estimated, and that all 
those which ha^^ more, would positively fall in price when 
wages rose. On the contrary, if wages fell, those com- 
modities only would fall, which had a less proportion of 
fixed capital employed on them, than the medium in which 
price was estimated; all those which had more, would 
positively rise in price. 

It is necessary for me also to remark, that I have not 
said, because one commodity has so mucl^ labour bestowed 
upon it as will cost o£l,000 and another so much as will 
cost ^2,000 that therefore one would be of the value of 
^1,000 and the other of the value of <£2,000, but I have 
said that their value will be to 5ach other as two to one, 
and that in those proportions they will be exchanged. It 
is of no importance to the truth of this doctrine, whether 
one of these commodities sells for <£1,100 and the other 
for £2,200, or one for £1,500 and the other for £3,000 ; 
into that question I do not at present inquire ; I affirm 
only, that their relative, values will be governed by 
the relative quantities of labour bestowed on their pro- 
duction.^ 

^ Mr. Malthus remarks on this doctrine, “We have the power 
indeed, arbitrarily, to call the labour which has been employed 
upon a commodity its real value, but in so doing, we use words m 
^ a different sense from that in which they are customarily used ; 
we confound at once the very important distinction between co^t 
aiM value; and render it almost impossible to explain with clear- 
ness, the main stimulus to the production of wealth, which in 
fact depends upon this distinction.’* [“Principles of Political 
Economy,” (1820) c ii, sec. 1, p, 61.] 

Mr. Malthus appears to think that it is a part of my doctrine. 
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SECTION VIL 

Dif event effects from the alteration in the value of money, ^ the 
medium in which PRICE is always expressed, or from the altera- 
tion in the value of the commodities which money purchases, 

§ 22. Althougli I shall, as I have already explained, 
have occasion to consider money as invariable in value, for 
the purpose of more distinctly pointing out the causes of 
relative variations in the value of other things, it may be 
useful to notice the diferent e:ffects which will follow from 
the prices of goods being altered by the causes to which I 
have already adverted, namely, the different ^quantities of 
labour required to produce them, and their being altered 
by a variation in the value of money itself. 

Money, being a variable commodity, the rise of moneys 
wages will be frequently^occasioned by a fall in the value 
of money. A rise of wages from this cause will, indeed, 
be invariably accompanied by a rise in the price of com- 
modities ; but m such cases, it will be found that labour 
and all commodities have not varied in regard to each 
other, and that the variation has been confined to money. 

Money, from its being a couimodity obtained from a 
foreign country, from its being the general medium of 
exchange between all civilized countries, and from its 
being also distributed among those countries in propor- 
tions which are ever changing with every improvement in 
commerce and machinery, and with every increasing diffi- 
culty of obtaining food and necessaries for an increasing 
population, is subject to incessant variations. In stating 

that the cost and value of a thing should be the same — it is, if he 
means by cost, “cost of production, ' including profits. In the 
above passage, this is what he does not mean, and therefore he has 
not clearly understood me. 
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the principles which regulate exchangeable value and price, 
we should carefully distinguish between those variations 
which belong to the commodity itself, and those which are^ 
occasioned by a variation in the medium in which value is 
estimated, or price expressed. 

§ 23. A rise in wages, from an alteration in the value of 
money, produces a general effect on price, and for that 
reason it produces no real effect whatever on profits. On 
the contrary, a rise of wages, from the circumstance of the 
labourer being more liberally rewarded, or from a difficulty 
of procuring the necessaries on wliich wages are expended, 
does not, except in some instances, produce the effect of 
raising price, but has a great effect in lowering profits. 
In the one case, no greater proportion of the annual labour 
of the country is devoted to the support of the labourers ; 
in the other case, a larger portion is so devoted. 

It is according to the division of the whole produce of 
the land of any particular farm, between the three clasps 
of landlord, capitalist, and laboufer, that we are to judge 
of the rise or fall of rent, profit, and wages, and not accord- 
ing to the value at which that produce may be estimated 
in a medium which is confessedly variable. 

It is not by the absolute quantity of produce obtained 
by either ^ class, that we can correctly judge of the rate of 
profit, rent, and wages, but by the quantity of labour 
required to obtain that produce. By improvements in 
machinery and agriculture, the whole produce may be 
doubled ; but if wages, rent, and profit be also doubled, 
these three will bear the same proportions to one another 
as before, and neither could be said to have relativelji 
^varied. But if wages partook not of the whole of this 
increase; if they, instead of being doubled, were only 
increased one-half ; if rent, instead of being doubled, were 
only increased three-fourths, and the remaining increase 
went to profit, it would, I apprehend, be correct for me to 
^ ISic.] 
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say, that rent and wages had fallen while profits had risen; 
for if we had an invariable standard by which to measure 
the value of this produce, we should find that a less value 
had fallen to the class of labourers and landlords, and a 
greater to the class of capitalists, than had been given 
before. We might find, for example, that though the ab- 
solute quantity of commodities had been doubled, they 
were the produce of precisely the former quantity of 
labour. Of every hundred hats, coats, and quarters of 
corn produced, if 

The labourers had before 25 
The landlords . . . . 25 

And the capitalists , . 50 

100 ;" 

And if, after these commodities were double the quantity, 
of every 100 

The labourers had only . 22 
The landlords .... 22 
And the capitalists . . 56 


100 ; 

In that case I should say, that wages and rent had fallen 
and profits risen ; though, in consequence of the abundance 
of commodities, the quantity paid to the labourer and 
landlord would have increased in the proportion of 25 to 
44. Wages are to be estimated by their real value, viz., 
by the quantity of labour and capital employed in pro- 
ducing them, and not by their nominal value either in 
coats, hats, money, or com. Under the circumstances I 
have just supposed, commodities would have fallen to 
half their former value, and if money had not varied, to 
half their former price also. If then in this medium, 
which had not varied in value, the wages of the labourer 
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sliould “be found to liave fallen, it will not the less he a 
real fall, because they might furnish him with a greater 
quantity of cheap commodities than his former wages. 

The variation in the value of money, however great, 
makes no difference in the rate of profits ; for suppose the 
croods of the manufacturer to rise from <£1000 to .£2000, 
or 100 per cent., if his capital, on which the variations of 
money have as much effect as on the value of produce, if 
his machinery, buildings, and stock in trade rise also lOO 
per cent., his rate of profits will be the same, and he will 
have the same quantity, and no more, of the produce of 
the labour of the country at his command. 

If, with a capital of a given value, he can,t)y economy 
in labour, double the quantity of produce, and it fall to 
half its former price, it will bear the same proportion to 
the capital that produced it which it did before, and con- 
sequently profits will still be at the same rate. 

If, at the same time that he doubles the quantity of 
produce by the employment of the same capital, the value 
of money is by any accident lowered one half, the produce 
will sell for twice the money value that it did before ; but 
the capital employed to produce it will also be of twice its 
former money value ; and therefore in this case too, the 
value of the produce will bear the same proportion to the 
value of the capital as it did before; and although the 
produce be doubled, rent, wages, and profits will only vary 
as the proportions vary, in which this double produce may 
be divided among the three classes that share it. 
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§24 

T T remains however to be considered, whether the appro- 
priation of land, and the consequent creation of rent, 
will occasion any variation in the relative value of com- 
modities, independently of the quantity of labour necessary 
to production. In order to understand this part of the 
subject, we must enquire into the nature of rent, and the 
laws by wliich it| rise or fall is regulated. 

Rent is that portion of the produce of the earth, which 
is paid to the landlord for the use of the original and 
indestructible powers of the soil.^ 

It is often, however, confounded with the interest and 
profit of capital, and, in popular language, the term is 
applied to whatever is annually paid by a farmer to his 
landlord. If, of two adjoining farms of the same extent, 
and of the same natural fertility, one had all the conveni- 
ences of farming buildings, and, besides, were properly 
drained and manured, and advantageously divided by hedges, 
fences, and walls, while the other had none of these advan- 
tages, more remuneration would naturally be paid for the 
use of one, than for the use of the other ; yet in both cases 
this remuneration would be called rent. But it is evident 
that a portion only of the money annually to be paid foi 
the improved farm, would be given for the original and ^ 
indestructible powers of the soil; the other portion would 

^ [This definition is very laxly worded and inaccurate. In the 
first place, Rent is only paid for powers exceeding those of the land 
worth cultivation. In the second place, the powers are cer* 
tainly not indestructible, ] 
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be paid for the use of tbe capital wbicli bad been employed 
in ameliorating tbe quality of the land, and in erecting 
such buildings as •were necessary to secure and preserve 
the produce. Adam Smith sometimes speaks of rent, in 
the strict sense to which I am desirous of confining it, but 
moi’e often in the popular sense, in which the term is 
usually employed. He tells us, that the demand for 
timber, audits consequent high price, in the more southern 
countries of Europe, caused a rent to be paid for forests 
in Norway, which could before afford no rent.^ Is it not, 
however, evident, that the person who paid what he thus 
calls rent, paid it in consideration of the valuable com- 
modity which was then standing on the land, •and that he 
actually repaid himself with a profit, by the sale of the 
timber? If, indeed, after the timber w^s removed, any 
compensation were paid to the landlord for the use of the 
land, for the purpose of growing timber or any other pro- 
duce, with a view to future demand, such compensation 
might justly be called rent, because it would be paid for 
the productive powers of the land ; but in the case stated 
by Adam Smith, the compensation was paid for the liberty 
of removing and selling the timber, and not for the liberty 
of growing it. He speaks also of the rent of coal mines, 
and of stone quarries,^ to which the same observation 
applies — that the compensation given for the mine or 
quarry, is gaid for the value of the coal or stone which 
can be removed from them, and has no connection with the 
original and indestructible powers of the land. This is a 
distinction of great importance, in an inquiry concernmg 
rent and profits; for it is found, that the laws which 
•regulate the progress of rent, are widely different from 
those which regulate the progress of profits, and seldom 
operate in the same direction. In all improved countries, 
that which is annually paid to the landlord, partaking 
of both characters, rent and profit, is sometimes kept 
* [Bk. i. c. xi., pp, 01 h, 62 a.] “ [Bk. i. c. xi., p, 70 a.] 
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stationary by tbe effects of opposing causes ; at other times 
adyances or recedes, as one or the other of these causes pre- 
ponderates. In the future pages of this work, then, when- 
ever I speak of the rent of land, I wish to be understood as 
speaking of that compensation, which is paid to the owner of 
land for the use of its original and indestructible powers. 

§ 25. On the first settling of a country, in which there 
is an abundance of rich and fertile land, a very small pro- 
portion of which is required to be cultivated for the support 
of the actual population, or indeed can be cultivated with 
the capital which the population can command, there will 
be no rent; for no one would pay for the use of land, when 
there was ah abundant quantity not yet appropriated, and, 
therefore, at the disposal of whosoever might choose to 
cultivate it. t 

On the common principles of supply and demand, no 
rent could be paid for such land, for the reason stated why 
nothing is given for the^use of air and water, or for any 
other of the gifts of nature which exist in boundless 
quantity. With a given quantity of materials, and with 
the assistance of the pressure of the atmosphere, and the 
elasticity of steam, engines may perform work, and abridge 
human labour to a very great extent ; but no charge is 
made for the use of these natural aids, because they aie 
inexhaustible, and at every man’s disposal In the same 
manner the brewer, the distiller, the dyer, ma]^e incessant 
use of the air and water for the production of their com- 
modities; but as the supply is boundless, they bear no 
price.^ If all land had the same properties, if it were 
*lxnlimited in quantity, and uniform in quality, no charge 

^ “ The earth, as we have already seen, is not the only agent of 
nature which has a productive power ; hut it is the only one, or 
nearly so, that one set of men take to themselves, to the exclusion 
of others ; and of which, consequently, they can appropriate the 
benefits. The waters of rivers, and of the sea, by the power which 
they have of giving movement to our machines, carrying our boats, 
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could be made for its use, unless where it possessed peculiar 
advantages of situation. It is only, then, because land 
is not unlimited in quantity and uniform in quality, and 
because in the progress of population, land of an inferior 
quality, or less .advantageously situated, is called into 
cultivation, that rent is ever paid for the use of it. When 
in the progress of society, land of the second degree of 
fertility is taheii into cultivation, rent immediately com- 
mences on that of the first quality, and the amount of that 
rent will depend on the difiterence in the quality of these 
two portions of land. 

When land of the third quality is taken into cultivation, 
rent immediately commences on the second, and it is 
regulated as before, by the difEerence in their productive 
powers. At fhe same "time, the rent of J;he first quality 
will rise, for that must always be above the rent of the 
second, by the di:fference between the produce which they 
yield with a given quantity of capital and labour. With 
every step in the progress of population, which shall oblige 
a country to have recourse to land of a worse quality, to 
enable it to raise its supply of food, rent, on all the more 
fertile land, will rise. 

Thus suppose land — No. 1, 2, 8 — ^to yield, with an equal 
employment of capital and labour, a net produce of 100, 
90, and 80 quarters of corn. In a new country, where 
there is an ^abundance of fertile land compared with the 
population, and where therefore it is only necessary to 
cultivate No. 1, the whole net produce will belong to the 
cultivator, and will be the profits of the stock which he 
advances. As soon as population had so far increased 
.to make it necessary to cultivate No. 2, from w^hich ninety 

Boutishing our fish, have also a productive power ; the wind which 
turns our mills, and even the heat of the sun, work for us ; but 
happily no one has yet been able to say, the ‘ wind and the sun are 
mine, and the service which they render must he paid for.’”— 
Economic Politique, par J , B. Say, vol. ii, p. 124. 
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quarters only can be obtained after supporting tie 
tsi: labourers, rent would commence on No. 1 ; for either 
there must be two rates of profit on agricultural capital, 
or ten quarters, or the value of ten quarters must be with- 
drawn from the produce of No. 1, for some other purpose. 
Whether the proprietor of the land, or any other pefson, 
cultivated No. 1, these ten quarters would equally con- 
stitute rent ; for the cultivator of No. SI would get the 
same result with his capital, whether he cultivated No. 1, 
paying ten quarters for rent, or continued to cultivate 
No. 2, paying no rent. In the same manner it might be 
shown that when No. 8 is brought into cultivation, the 
rent of No.*'2 must be ten quarters, or the value of ten 
quarters, whilst the rent of No. 1 would rise to twenty 
quarters ; for tile cultivator of No. 3 would £ave the same 
profits whether he paid twenty quarters for the rent of 
No. 1, ten quarters for the rent of No. 2, or cultivated 
No. 3 free of all rent. ^ 

§ 26. It often, and, indeed, commonly happens, that 
before No. 2, 3, 4, or 5, or the inferior lands are cultivated, 
capital can be employed more productively on those lands 
which are already in cultivation. It may perhaps be 
found, that by doubling the original capital employed on 
No. 1, though the produce will not be doubled, will not be 
increased by 100 quarters, it may be increased by eighty- 
five quarters, and that this quantity exceeds "f^hat could be 
obtained by employing the same capital, on land No. 3. 

In such case, capital will be preferably employed on the 
old land, and will equally create a rent ; for rent is always 
*the difference between the produce obtained by the em- 
ployment of two equal quantities of capital and labour. 
If with a capital of ^81,000, a tenant obtain 100 quarters 
of wheat from his land, and by the employment of a second 
capital of <=81,000, he obtain a further return of eighty-five, 
his landlord would have the power at the expiration of his 
lease, of obliging him to pay fifteen quarters, or an equiva- 
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lent value for additional rent ; for there cannot be two 
rates of profit. If he is satisfied . with a diminution of^ 
fifteen quarters in the return for his second «01,OOO, it is 
because no employment more profitable can be found for 
it. The common rate of profit would be in that propor- 
tion, and if the original tenant refused, some other person 
would be found willing to give all which exceeded that 
rate of profit to the owner of the land from which he 
derived it. 

In this case, as well as in the other, the capital last 
employed pays no rent. For the greater productive powers 
of the first ,^01,000, fifteen quarters is paid for rent, for 
the employment of the second ^61,000 no renli whatever is 
paid. If a third <^£1,000 be employed on the same land, 
with a return of seventy-five quarters, r^nt will then be 
paid for the second ^1,000, and will be equal to the dif- 
ference between the produce of these two, or ten quarters j 
and at the same time the rent of the first ^1,000 will rise 
from fifteen to twenty-five quartei^ ; while the last <^1,000 
will pay no rent whatever. 

If, then, good land existed in a quantity much more 
abundant than the production of food for an increasing 
population required, or if capital could be indefinitely em- 
ployed without a diminished return on the old land, there 
could be no rise of rent ; for rent invariably proceeds from 
the employment of an additional quantity of labour with a 
proportionally less return. 

§ 27. The most fertile, and most favourably situated, 
land win be first cultivated, and the exchangeable value of 
its produce will be adjusted in the same manner as the* 
exchangeable value of all other commodities, by the total 
quantity of labour necessary in various forms from first to 
last, to produce it, and bring it to market. When land of 
an inferior quality is taken into cultivation, the exchange- 
able value of raw produce will rise, because more labour is 
required to produce it. 

E 
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The exchangeable value of all commodities, whether they 
rJ>e manufactured, or the produce of the mines, or the 
produce of land, is always regulated, not by the less 
quantity of labour that will suffice for their production 
under circumstances highly favourable, and exclusively 
enjoyed by those who have peculiar facilities of produc- 
tion; but by the greater quantity of labour necessarily 
bestowed on their production by those who have no such 
facilities ; by those who continue to produce them under 
the most unfavourable circumstances ; meaning, — by the 
most unfavourable circumstances, the most unfavourable 
under which the quantity of produce required, renders it 
necessary to^’carry on the production. 

Thus, in a charitable institution, where the poor are set 
to work with the funds of benefactors, the general prices 
of the commodities, which are the produce of such work, 
will not be governed by the peculiar facilities afforded to 
these workmen, but by Jihe common, usual, and natural 
difficulties, which every other manufacturer will have to 
encounter. The manufacturer enjoying none of these 
facilities might indeed be driven altogether from the 
market, if the supply afforded by these favoured workmen 
were equal to all the wants of the community ; but if hd 
continued the trade, it would be only on condition that he 
should derive from it the usual and general rate of profits 
on stock ; and that could only happen when hiss commodity 
sold for a price proportioned to the quantity of labour 
bestowed on its production.^ 

^ ^ Has not M. Say forgotten, in the following passage, that it is 
the cost of production which ultimately regulates price? “The 
produce of labour employed on the land has this peculiar property,^ 
that it does not become more dear by becoming more scarce, be- 
cause population always diminishes at the same time that food 
diminishes, and consequently the quantity of these products de- 
mcQided^ diminishes at the same time as the quantity supplied. 
Besides, it is not observed that corn is more dear in those places 
where there is plenty of uncultivated land, than in completely 
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It is true, tliat on the best land, the same produce 
would still be obtained with the same labour as before?^ 
but its value would be enhanced in consequence of the 
diminished returns obtained by those who employed fresh 
labour and stock on the less fertile land. Notwithstand- 
ing^ then, that the advantages of fertile over inferior lands 
are in no case lost, but only transferred from the culti- 
vator, or consumer, to the landlord, yet, since more labour 
is required on the inferior lands, and since it is from such 
land only that we are enabled to furnish ourselves with the 
additional supply of raw produce, the comparative value 
of that produce will continue permanently above its former 
level, and make it exchange for more hats, tloth, shoes, 
etc., etc., in the production of which no such additional 
quantity of labour is required. 

The reason then, why raw produce rises in compai'ative 
value, is because more labour is employed in the produc- 
tion of the last portion obtained, ^nd not because a rent is 
paid to the landlord. The value of corn is regulated by 
the quantity of labour bestowed on its production on that 
quality of land, or with that portion of capital, which pays 
no rent. Corn is not high because a rent is paid, but a 

cultivated countries. England and France were much more im- 
perfectly cultivated in the middle ages than they are now ; they 
produced much less raw produce : nevertheless from all that we 
can judge by §, comparison with the value of other things, corn was 
not sold at a dearer price. If the produce was less, so v’as the 
population ; the weakness of the demand compensated the feeble- 
ness of the supply.” [Supply — apjirovisionnemcnt.'] Vol. ii. 338. 
[Correct reference, p. 337, note ^.] M. Say being impressed with^ 
the opinion th.at the price of commodities is regulated by the price 
^f labour, and justly supposing that charitable institutions of all 
sorts tend to increase the population beyond what it otherwise 
would he, and therefore to lower wages, .says, I suspect that the 
cheapness of the goods, which come from England, is partly caused 
by the numerous charitable institutions which exist in that 
country.” Vol. ii. 277. [Note h] This is a consistent opinion in 
one who maintains that wages regulate price. 
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rent is paid because corn is bigb ; and it bas been justly 
c;^observed, that no reduction would take place in the price 
of corn, although landlords should forego the whole of 
their rent. Such a measure w'ould only enable some 
farmers to live like gentlemen, but would not diminish the 
quantity of labour necessary to raise raw produce ou'^the 
least productive land in cultivation. 

§ 28. Nothing is more common thaii^to hear of the 
advantages which the land possesses over every other 
source of useful produce, on account of the surplus which 
it yields in the form of rent. Yet when land is most 
abundant, when most productive, and most fertile, it 
yields no rent ; and it is only when its powers decay, and 
less is yielded in return for labour, that a share of the 
original produce of the more fertile portion^ is set apart 
for rent. It is singular that this quality in the land, 
which should have been noticed as an imperfection, com- 
pared with the natural agents by which manufacturers are 
assisted, should have been pointed out as constituting its 
peculiar pre-eminence. If air, water, the elasticity of 
steam, and the pressure of the atmosphere, were of various 
quahties ; if they could be appropriated, and each quality 
existed only in moderate abundance, they, as well as the 
land, would afford a rent, as the successive qualities were 
brought into use.^ With every worse quality employed, 
the value of the commodities in the manufacture of which 
they were used, would rise, because equal quantities of 
labour would be less productive. Man would do more by 
the sweat of his brow, and nature perform less ; and the 
<5 land would be no longer pre-eminent for its limited 
powers. 

If the surplus produce which land affords in the form 

^ [To some extent they are so appropriated. Particular atmo- 
spheres, hecanse the opportunity of enjoying them is confined to 
those in possession of the land — other natural forces temporarily 
by patent rights,] 
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of rent be an advantage, it is desirable that, every year, 
the machinery newly constructed should be less efficieni^ 
than the old, as that would undoubtedly give a greater 
exchangeable value to the goods manufactured, not only 
by that machinery but by all the other machinery in the 
kingdom ; and a rent would be paid to all those who pos- 
sessed the most productive machinery.* 

^ “In agriculture too,” says Adam Smith, “nature labours 
along with man ; and though her labour costs no expense, its 
produce has its value, as well as that of the most expensive work- 
man.” The labour of nature is paid, not because she does much, 
but because she does little. In proportion as she becomes niggardly 
in her gifts, she exacts a greater price for her work. Where she 
is munificently beneficent, she always works gratis. “ The labour- 
ing cattle employed in agriculture, not only occasion, like the 
workmen in manufactures, the reproduction 5f a value equal to 
their own consumption, or to the capital which employs them, 
together with its owner’s profits, hut of a much greater value. 
Over and above the capital of the farmer and all its profits, they 
regularly occasion the reproduction <3¥ the rent of the landlord. 
This rent may be considered as the produce of those powers of 
nature, the use of which the landlord lends to the farmer. It 
is greater or smaller according to the supposed extent of those 
powers, or in other words, according to the supposed natural or 
improved fertility of the land. It is the work of nature which 
remains, after deducting or compensating everything which can be 
regarded as the work of man. It is seldom less than a fourth, and 
frequently more than a third of the whole produce. No equals 
quantity of productive labour employed in manufactures, can ever 
occasion so ^eat a reproduction, ht them nature does nothing, 
man does all ; and the reproduction must always be in proportion 
to the strength of the agents that occasion it. The capital em- 
ployed in agriculture, therefore, not only puts into motion a greater 
quantity of productive labour than any equal cajiital employed in 
^manufactures, but in proportion too, to the quantity of the pro- 
ductive labour which it employs, it adds a much greater value to 
the annual produce of the land and labour of the country, to the 
real wealth and revenue of its inhabitants. Of all the ways in 
which a capital can be employed, it is by far the most advantageous 
to the society.”— Bk. ii. c. v, p. 15. [p. 149.] 

Does nature nothing for man in manufactures ? Are the powers 
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§ 29. The rise of rent is always the efect of the in- 
i^^reasing wealth of the country, and of the difficulty of 
providing food for its augmented population. It is a 
symptom, but it is never a cause of wealth ; for wealth 
often increases most rapidly while rent is either stationary, 
or even falling. Eent increases most rapidly, as the dis- 
posable land decreases in its productive powers. Wealth 
increases most rapidly in those countries rwhere the dis- 
posable land is most fertile, whei’e importation is least 
restricted, and where through agricultural improvements, 
productions can be multiplied without any increase in "the 
proportional quantity of labour, and where consequently 
the progress «Eof rent is slow. 

of wind and water, which move our machinery, and assist naviga- 
tion, nothing V T1& pressure of the atmosphere and the elasticity 
of steam, which enable us to work the most stupendous engines — 
are they not the gifts of nature ? to say nothing of the effects of 
the matter of heat in softening and melting metals, of the decom- 
position of the atmosphere iiJ the process of dying and fermenta- 
tion, There is not a manufacture which can be mentioned, in 
which nature does not give her assistance to man, and give it too, 
generously and gratuitously. 

In remarking on the passage which I have copied from Adam 
Smith, Mr. Buchanan observe.s, “ I#-have endeavoured to show, 
in the observations on productive and^ unproductive labour, con- 
tained in the fourth volume, that agriculture adds no more to the 
national stock than any other sort of industry. In dwelling on 
the reproduction of rent as so great an advantage tq society, Dr. 
Smith does not reflect that rent is the eflect of high price, and that 
wdiat the landlord gains in this way, he gains at the expense of the 
community at large. There is no absolute gain to the society by 
Uie reproduction of rent; it is only one class profiting at the 
expense of another class. The motion of agriculture yielding a 
produce, and a rent in consequence, because nature concurs with 
human industry in the inocess of c\iltivation, is a mere fancy. It 
is not from the prmluce, but from the price at 'which the produce 
is sold, that the rent is derived ; and this price is got not because 
nature assists in the production, but because it is the price which 
suits the consuniption to the supply.” [Smith ed. Buchanan, 
voL ii. p. 55, cf. c. xxvi. note l.J 
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If the high price of coi'n were the effect, and not the 
cause of rent, price would he proportionally influenced as^ 
rents were high or low, and rent would he a component‘s 
part of price. But that corn which is produced hj the 
greatest quantity of labour is the regulator of the price of 
com; and rent does not and cannot enter in the least 
degree as a component part of its price.^ Adam Smith, 
therefore, cannot he correct in supposing that the original 
rule which regulated the exchangeable value of commo- 
dities, namely, the comparative quantity of labour by 
which they were produced, can he at all altered by the 
appropriation of land and the payment of rent. Raw 
material enters into the composition of most commodities, 
but the value of that raw material, as well as corn, is 
regulated by'the productiveness of the portion of capital 
last employed on the land, and paying no rent; and 
therefore rent is not a component part of the price of 
commodities. 

§ 30. We have been hitherto considering the effects of 
tlie natural progress of wealth and population on rent, in 
a country in which the land is of variously productive 
powers ; and we have seen, that with every portion of ad- 
ditional capital which it becomes necessary to employ on 
the land with a less productive return, rent would rise. It 
follows from the same principles, that any circumstances 
in the society which should make it unnecessary to employ 
the same alnount of capital on the land, and which should 
therefore make the portion last employed more productive, 
would lower rent. Any great reduction in the capital of 
a country, which should materially diminish the funds 
destined for the maintenance of labour, would naturally 
* have this effect. Population regulates itself by the funds 
which are to employ it, and therefore always increases or 
diminishes with the increase or diminution of capital 

^ The clearly nnderstancling this principle is, I am persuaded, of 
the utmost importance to the science of political economy. 
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Every reduction, of capital is therefore necessarily followed 
by a less effective demand for corn, by a fall of price, and 
by diminished cultivation. In the reverse order to that in 
which the accumulation of capital raises rent, will the 
dimimution of it lower rent. Land of a less unproductive 
quality will be in succession relinquished, the exchange- 
able value of produce will fall, and land of a superior 
quality will be the last land cultivated, and that which will 
then pay no rent, 

§ 31. The same effects may however be produced, when 
the wealth and population of a country are increased, if 
that increase is accompanied by such marked improve- 
ments in agriculture, as shall have the same effect of 
diminishing the necessity of cultivating the poorer lands, 
or of expending ^he same amount of capital 'On the culti- 
vation of the more fertile portions.^ 

If a million of quarters of corn be necessary for the 
support of a given population, and it be raised on land of 
the qualities of No. 1, S’, 3 ; and if an improvement be 
afterwards discovered by which it can be raised on No. 1 
and 2, without employing No. 3, it is evident that the 
immediate effect must he a fall of rent ; for No. 2 in- 
stead of No. 3, will then he cultivated without paying 
any rent ; and the rent of No. 1, instead of being the 
difference between the produce of No. 3 and No. 1, will bo 
the difference only between No. 2 and 1. With the same 
population, and no more, there can be no demand for any 
additional quantity of com; the capital and labour em- 
ployed on No. 3 will be devoted to the production of other 
(commodities desirable to the community, and can have no 
effect in raising rent, unless the raw material from which 
they are made cannot be obtained without employing 
capital less advantageously on the land, in which case 
No. 3 must again be cultivated. 

It is undoubtedly tme, that the fall in the relative price 
^ [Of, § 117 and Appendix B.] 
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of raw produce, in consequence of the improTement in 
agriculture, or rather in consequence of less labour being 
bestowed on its production, would naturally lead to in- 
creased accumulation; for the profits of stock would be 
greatly augmented. This accumulation would lead to an 
inci^eased demand for labour, to higher wages, to an in- 
creased population, to a further demand for raw produce, 
and to an increased cultiration. It is only, however, after 
the increase in file population, that rent would be as high 
as before ; that is to say, after ISfo. 3 was taken into 
cultivation. A considerable period would have elapsed, 
attended with a positive diminution of rent. 

But improvements in agriculture are of j^^two kinds : 
those which increase the productive powers of the land, 
and those which enable us, by improving^ our machinery, 
to obtain its produce with less labour. They both lead to 
a fall in the price of raw produce ; they both afiect rent, 
but they do not afiect it equally. If they did not occasion 
a fall in the price of raw produce, they would not be im- 
provements ; for it is the essential quality of an improve- 
ment to diminish the quantity of labour before required 
to produce a commodity ; and this diminution cannot take 
place without a fall of its price or relative value. 

The improvements which increased the productive 
powers of the land, are such as the more skilful rotation 
of crops, or the better choice of manure. ' These improve- 
ments absokitely enable us to obtain the same produce 
from a smaller quantity of land. If, by the introduction 
of a course of turnips, I can feed my sheep besides raising 
my com, the land on which the sheep were before fed, 
becomes unnecessary, and the same quantity of raw pro- 
iduce is raised by the employment of a less quantity of 
land. If I discover a manure which will enable me to 
make a piece of land produce 20 per cent, more corn, I 
may withdraw at least a portion of my capital from the 
most unproductive part of my farm. But, as I before 
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observed, it is not necessary that land should be thrown 
.^out of cultiyation, in order to reduce rent : to produce this 
effect, it is sufficient that successive portions of capital are 
employed on the same land with different results, and 
that the portion which gives the least result should be 
withdrawn. If, by the introduction of the turnip hus- 
bandry, or by the use of a more invigorating manure, I 
can obtain the same produce with less coital, and with- 
out disturbing the difference between the productive 
powers of the successive portions of capital, I shall lower 
.•ent ; for a different and more productive portion will 1 e 
that which will form the standard from which every other 
•will be reck^^ned. If, for example, the successive portions 
of capital yielded 100, 90, 80, 70 ; whilst I employed these 
four portions, i^y rent would be 60, or the difference 
between 


70 and 100 = 30 "I 


r 100 

70 and 90=20 


90 

70 and 80 = 10 

p whilst the produce 

so 



would be 340 

70 

60, 


. 340 


and while I employed these portions, the rent would 
remain the same, although the produce of each should 
have an equal augmentation. If, instead of 100, 90, 80, 70, 
the produce should he increased to 125, 115, 105, 95, the 
rent would still be 60, or the difference betwe^ 


95 and 125=30 
95 and 115=20 
95 and 105 = 10 

60 


whilst the produce 
would be increased J 
to 440. 


r 125 

115 

105 

95 


[ 440 


But with such an increase of produce, without an increase 
of demand,* there could he no motive for employing so 


‘ I hope I am not understood as undervaluing the importance of 
all sorts of improvements in agriculture to landlords— their im- 
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much capital on the land ; one portion would he with- 
drawn, and consequentiy the last portion of capital would 
yield 105 instead of 95, and rent would fall to 30, or the 
diJBEerence between 

105 and 125=20 

l05 and 115 = 10 

30 

the demand being only for 340 quarters. 

But there are improvements which may lower the rela- 
tive value of produce without lowering the corn rent, 
though they will lower the money rent of land. Such 
improvements do not increase the productiv# powers of 
the land ; but ^ they enable us to obtain its produce with 
less labour. They are rather directed to fhe formation of 
the capital applied to the land, than to the cultivation of 
the land itself. Improvements in agricultural imple- 
ments, such as the plough and Jhe thrashing machine, 
economy in the use of horses employed in husbandry, and 
a better knowledge of the veterinary art, are of this 
nature. Less capital, which is the same thing as less 
labour, will be employed on the land ; but to obtain the 
same produce, less land cannot be cultivated. Whether 
improvements of this kind, however, affect corn rent, must 
depend on the question, whether the difference between 
the produce, obtained by the employment of different 
poi4ions of capital be increased, stationary, or diminished. 
If four portions of capital, 50, 60, 70, 80, he employed on 
the land, giving each the same i^esults, and any improve- 
ment in the formation of such capital should enable me to 

mediate effect is to lower rent ; but as they give a great stimulus 
to population, and at the same time enable us to cultivate poorer 
lands, with less labour, they are ultimately of immense advantage 
to landlords. A period, however, must elapse, during whicli they 
are positively injurious to him. [For discussion of this point, see 
Appendix B.] 


whilst the produce will be still ( 
adequate to tbe wants of the J 
population, for it would be 345 j 
quarters, or ( 045 
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withdraw 5 from each, so that they should he, 45, 55, 65. 
and 75, no alteration would take place in the corn rent ; 
but if the improvements were such as to enable me to 
make the whole saving on that portion of capital, which is 
least productively employed, corn rent would immediately 
fall, because the di:fference between the capital most 'pro- 
ductive, and the capital least productive, would be dimi- 
nished ; and it is this difference which coi^titutes rent.^ 

Without multiplying instances, I hope enough has been 
said to show, that whatever diminishes the inequality in 
the produce obtained from successive portions of capital 
employed on the same or on new land, tends to lower rent ; 
and that wihatever increases that inequality, necessarily 
produces an opposite effect, and tends to raise it. 

In speaking qf the rent of the landlord, vfe have rather 
considered it as the proportion of the produce, obtained 
with a given capital on any given farm, without any re- 
ference to its exchangeable value ; but since the same 
cause, the difficulty of j^roductiou, raises the exchangeable 
value of raw produce, and raises also the proportion of raw 
produce paid to the landlord for rent, it is obvious that 
the landlord is doubly benefited by difficulty of produc- 
tion. First he obtains a greater share, and secondly the 
commodity in which he is paid is of greater value. ^ 

' [Cf. § 56.] 

^ To make this obvious, and to show the degrees in which corn 
and money rent will vary, let us suppose that the*labour of ten 
men will, on land of a certain quality, obtain 180 quarters of 
wheat, and its value to he £4 per quarter, or £720 ; and that the 
labour of ten additional men will, on the same or any other land, 
^produce only 170 quarters in addition ; wheat would rise from £4 
to £4 45. Sd. for 170 : 180 ; : £4 : £4 45. 8c?. j or, as in the produc- 
tion of 170 quarters, the labour of 10 men is necessary in one case,** 
and only of 9.44 in the other, the rise would he as 9.44 to 10, or as 
£4 to £4 45. Sd, If 10 men be further employed, and the return be 


160, the price will ri 

m 

140, 


rise to £4 10 0 
„ 4 16 0 

£5 2 10 
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Now if no rent was paid for the land which yielded 180 quarters, 
when corn was at £4 per quarter, the value of 10 quarters woultj 
he paid as rent when only 170 could be procured, which, at 
£4 4^. M, would be £42 Is. ^d. 

20 quarters when 160 were produced, which at £4 10s. would 
be £90. 

30 quarters when 150 were produced, which at £4 16s. would 
be £144. 

40 quarters when 140 were produced, which at £5 2s. lOi. 
would Se £205 13s. 4d. 

{ 100^ rioo 

2r 0 land money rent in the) 212 
300 j proportion of | 340 
400 J 1485 
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§ 32 . 

^^HE metals, like other things, are obtained bj labour, 
^ Nature, indeed, produces them ; but it is the labour 
of man which extracts them from the bowels of the earth, 
and prepare*} them for our service. 

Mines, as well as land, generally pay a^rent to their 
owner ; and thi^ rent, as well as the rent of land, is the 
eJffect, and never the cause of the high value of their 
produce.^ 

If there were abundance of equally fertile mines, which 
anyone might appropriate, they could yield no rent ; the 
value of their produce would depend on the quantity of 
labour necessary to extract the metal from the mine and 
bring it to market. 

But there are mines of various qualities, aj^ording very 
different results, with equal quantities of labour. The 
metal produced from the poorest mine that is worked, 
must at least have an exchangeable value, no;Jj only suffi- 
cient to procure all the clothes, food, and other necessaries 
consumed hy 'those employed in working it, and bringing 
the produce to market, hut also to afford the common and 
t)rdinary profits to him who advances the stock necessary 

* [In miting thus Ricardo is speaking of rent in its strict sense 
and not of that rent of mines ” which includes a payment that 
as a compensation given for the mine or quarry, is paid for the 
value of the coal or stone which can be removed from them, and 
has no connexion with the original and indestructible powers of 
the land” 24)]. 
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to carry on the undertaking.’ The return for capital from 
the poorest mine, paying no rent, -would regulate the rent 
of all the other more productive mines. This mine is 
supposed to yield the usual profits of stock. All that the 
other mines produce more than this, will necessarily he 
paid*to the owners -for rent. Since this principle is pre- 
cisely the same as that which we have already laid down 
respecting land, ^t will not be necessary further to enlarge 
on it. 

It will be sufELcient to remark, that the same general 
rule which regulates the value of raw produce and manu- 
factured commodities, is applicable also to the metals; 
their value depending not on the rate of profits, nor on 
the rate of wages, nor on the rent paid for mines, but on 
the total quan-Sity of labour necessary to obtain the metal, 
and to bring it to market. 

Like every other commodity, the value of the metals is 
subject to variation. Improvements may be made in the 
implements and machinery used^in mining, which tnay 
considerably abridge labour ; new and more productive 
mines may be discovered, in which, with the same labour, 
more metal may be obtained ; or the facilities of bringing 
it to market may be increased. In either of these cases 
the metals would fall in value, and would therefore ex- 
change for a less quantity of other things. On the other 
hand, from the increasing difficulty of obtaining the metal, 
occasioned 1)^ the greater depth at which the mine must 
be worked, and the accumulation of water, or any other 
contingency, its value compared with that of other things, 
might be considerably increased. 

It has therefore been justly observed, that however 
Iionestly the coin of a country may conform to its standard, 
money made of gold and silver is still liable to fluctuations 
in value, not only to accidental and temporary, but to per- 

^ [In actual fact it must also compensate for damage done to the 
property by removal of coal or other minerals.] 
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manent and natural yariations, in the same manner as 
other commodities. 

By the discovery of America and the rich mines in 
which it abounds, a very great effect was produced on the 
natural price of the precious metals. This effect is by 
many supposed not yet to have terminated. It is •pro- 
bable, however, that all the effects on the value of the 
metals, resulting from the discovery of Apierica have long 
ceased ; and if any fall has of late years taken place in 
their value, it is to be attributed to improvements in the 
mode of working the mines. 

From whatever cause it may have proceeded, the effect 
has been s(^slow and gradual, that little practical incon- 
venience has been felt from gold and silver being the 
general mediuuiL in which the value of all bther things is 
estimated. Though undoubtedly a variable measure of 
value, there is probably no commodity subject to fewer 
variations. This and the other advantages which these 
metals possess, such as* their hardness, their malleability, 
their divisibility, and many more, have justly secured the 
preference everywhere given to them, as a standard for the 
money of civilised countries. 

If equal quantities of labour, with equal quantities of 
fixed capital, could at all times obtain, from that mine 
which paid no rent, equal quantities of gold, gold would be 
as nearly an invariable measure of value, as we could in 
the nature of things possess. The quantity mdeed would 
enlarge with the demand, but its value would be invari- 
able, audit would be eminently well calculated to measure 
the varying value of all other things. I have already in a 
former part of this work considered gold as endowed with 
this uniformity, and in the following chapter I shall con-" 
tinue the supposition. In speaking therefore of varying 
price, the variation will he always considered as being in 
the commodity, and. never in the medium in which it is 
estimated. 



CHAPTER IV.~ON NATURAL AND MARKET 
PRICE. 

§ 33 . 

T N making labour tlie foundation of tlie value of coni- 
^ modifies, and tke comparative quantity of labour 'which 
is necessary to their production, the rule which determines 
the respective quantities of goods which shall be given in 
exchange for each other, we must not be s-qpposed to deny 
the accidental and temporary deviations of the actual or 
market price of commodities from this, their primary and 
natural price. 

In the ordinary course of events? there is no commodity 
which continues for any length of time to be supplied pre- 
cisely in that degree of abundance, which the wants and 
wishes of mankind require, and therefore there is none 
which is not subject to accidental and temporary variations 
of price. 

It is only in consequence of such variations, that capital 
is apportioned precisely, in the requisite abundance and no 
more, to the%production of the different commodities which 
happen to be in demand. With the rise or fall of price, 
profits are elevated above, or depressed below their general 
level, and capital is either encouraged to enter into, or is , 
warned to depart from the particular employment in which 
the variation has taken place.^ 

Whilst every man is free to employ his capital where he 

' [AsBr, Schaffie points out in The Quintessence of Socialism ’’ 
(Engl, ed., c. vii.), any Socialistic system which neglects this con- 
sideration is predestined to failure.] 

F 
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pleases, lie will naturally seek for it tkat employment 
wkick is mo^ advantageous ; he will naturally be dissatis- 
fied with a profit of 10 per cent., if by removing his 
capital he can obtain a profit of 15 per cent. This rest- 
less desire on the part of all the employers of stock, to quit 
a less profitable for a more advantageous business, has a 
strong tendency to equalize the rate of profits of all, or to 
fix them in such proportions, as may in the estimation of 
the parties, compensate for any advantage which one may 
have, or may appear to have over the other. It is per- 
haps very difficult to trace the steps by which this change 
is efiected : it is probably ejected, by a manufacturer not 
absolutely ^jhanging his employment, but only lessening 
the quantity of capital he has in that employment. In all 
rich countries, ^^here is a number of men forming what is 
called the monied class; these men are engaged in no 
trade, but live on the interest of their money, which is 
employed in discounting bills, or in loans to the more 
industrious part of the community. The bankers too 
employ a large capital on the same objects. The capital 
so employed forms a circulating capital of a large amount, 
and is employed, in larger or smaller proportions, by all 
the different trades of a country. There is perhaps no 
manufacturer, however rich, who limits his business to 
the extent that his own funds alone will allow: he has 
always some portion of this floating capital, increasing or 
diminishing according to the activity of the demand for his 
commodities. When the demand for silks increases, and 
that for cloth diminishes, the clothier does not remove 
with his capital to the silk trade, but he dismisses some 
of his workmen, he dis'continues his demand for the loan 
from bankers and monied men; while the ease of thd 
silk manufacturer is the reverse : he wishes to employ more 
workmen, and thus his motive for borrowing is increased : 
he borrows more, and thus capital is transferred from one 
employment to another, without the necessity of a manu.. 
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facturer diseontiniiing liis usual occupation. When we look 
to the markets of a large town, and obserre how regularly 
they are supplied both with home and foreign commodities, 
in the quantity in which they are required, under all the cir- 
cumstances of varying demand, arising from the caprice of 
taste, or a change in the amount of population, without 
often producing either the eiEects of a glut from a too 
abundant supply, or an enormously high price from the 
supply being unequal to the demand, we must confess that 
the principle which apportions capital to each trade in the 
precise amount that it is required, is more active than 
is generally supposed,^ 

§ 34. A capitalist, in seeking profitable employment for 
his funds, will naturally take into consideration all the 
advantages which one occupation possesses over another. 
He may therefore be willing to forego a part of his money 
profit, in consideration of the security, cleanliness, ease, or 
any other real or fancied advantage which one employ- 
ment may possess over another. 

K from a consideration of these circumstances, the 
profits of stock should be so adjusted, that in one trade 
they were 20, in another 25, and in another 30 per cent., 
they would probably continue permanently with that rela- 
tive difference, and with that difference only ; for if any 
cause should elevate the profits of one of these trades 10 
per cent., either these profits would be temporary, and 
would soon again fall back to their usual station, or the 
profits of the others would be elevated in the same pro- 
portion. 

^ [This subject has been treated of at some length by Bagehot, 
** Postulates of Pol. Econ.,” p. 71, etc. Perhaps the chief means 
*for allowing of the mobility of capital may be classed under four 
heads. 

i. Gradual withdrawal of capital and re-employment. 

ii. Young men going into business with capital. 

iii. Ordinary operations of loan market. 

iv« Speculative fund,] 
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Tlie present time appears to be one of tbe exceptions to 
the jastness of tMs remark. The termination of the war 
has so deranged the division which before existed of em- 
ployments in Europe, that every capitalist has not yet 
found his place in the new division which has now become 
necessary. 

Let us suppose that all commodities are at their natural 
price, and consequently that the profits# of capital in all 
employments are exactly at the same rate, or differ only so 
much as, in the estimation of the parties, is equivalent to 
any real or fancied advantage which they possess or forego. 
Suppose now that a change of fashion should increase the 
demand few silks, and lessen that for woollens j their 
natural price, the quantity of labour necessary to their 
production, wo^ld continue unaltered, but the market price 
of silks would rise, and that of woollens would fall ; and 
consequently the profits of the silk manufacturer would be 
above, whilst those of the woollen manufacturer would be 
below, the general and adjusted rate of profits. Not only 
the profits, but the wages of the workmen, would be 
aif ected in these employments. This increased demand for 
silks would however soon be supplied, by the transference 
of capital and labour from the woollen to the silk manu- 
facture; when the market prices of silks and woollens 
would again approach their natural prices, and then the 
usual profits would be obtained by the resp^ective manu- 
facturers of those commodities. 

It is then the desire, which every capitalist has, of divert- 
ing his funds from a less to a more profitable employment, 
that prevents the market price of commodities from con- 
tinuing for any length of time either much above, or much 
below their natural price. It is this competition which so 
adjusts the changeable value of commodities, that after 
paying the wages for the labour necessary to their pro- 
duction, and all other expenses required to put the capital 
employed in its original state of efSciency, the remaining 
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value or overplus will in eacli trade be in proportion to tbe 
value of tbe capital employed. 

In tbe seventh chapter ^ of tbe ** Wealth of E'ations/* all 
that concerns this question is most ably treated. Having 
fully acknowledged tbe temporary effects which, in par- 
ticulSbr employments of capital, may be produced on the 
prices of commodities, as well as on the wages of labour, 
and tbe profits aof stock, by accidental causes, witLout 
influencing tbe general price of commodities, wages, or 
profits, since these effects are equally operative in all 
stages of society, we will leave them entirely out of our 
consideration,^ whilst we are treating of tbe laws which 
regulate natural prices, natural wages and nai^ral profits, 
effects totally independent of these accidental causes. In 
speaking then* of the exchangeable value M commodities, 
or the power of purchasing possessed by any one com- 
modity, I mean always that power which it would possess, 
if not disturbed by any temporary or accidental cause, 
and which is its natural price. 

1 [Bk. i.] 

2 j-« You have always in your mind the immediate and temporary 
effects of particular changes, whereas I put these immediate and 
temporary effects quite aside, and fix my whole attention on the 
permanent state of things which will result from them. Perhaps 
you estimate these temporary effects too highly, whilst I am too 
much disposed to undervalue them. ” — Letter of Bicardo to Malthus, 
24 Jan., 1817, betters, p. 127.] 
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§ 35 . 

T ABOPR, like all other things which are purchased 
and sold, and which may be increased or diminished 
in quantity, has its natural and its market price. The 
natural price of labour is that price which is necessary to 
enable the^labourers, one with another, to subsist and 
to perpetuate their race, without either inprease or dimi- 
nution.^ 

The power of the labourer to support himself, and the 
family which may be necessary to keep up the number of 
labourers, does not depend on the quantity of money which 
he may receive for wages, but on the quantity of food, 
necessaries, and conveniences become essential to him from 
habit, which that money will purchase. The natural price 
of labour, therefore, depends on the price of the food, 
necessaries, and conveniences required for the support of 
the labourer and his family. With a rise in the price of 
food and necessaries, the natural price of labour will rise ; 
with the fall in their price, the natural pr^e of labour 
will fall. 

With the progress of society the natural price of labour 
has always a tendency to rise, because one of the principal 
commodities by which its natural price is regulated, has a 
tendency to become dearer, from the greater difficulty of^ 
producing it. As, however, the improvements in agricul- 
ture, the discovery of new markets, whence provisions may 
be imported, may for a time counteract the tendency to a 

^ fic. in the same position of life or comfort.] 
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rise in tlie price of necessaries, and may eTen occasion 
tlieir natural price to fall, so will tke same causes produce 
the correspondent effects on the natural price of labour. 

The natural price of all commodities, excepting raw pro- 
duce and labour, has a tendency to fall, in the progress of 
weah:h and population ; for though, on one hand, they are 
enhanced in real value, from the rise in the natural price 
of the raw material of which they are made, this is more 
than counterbalanced by the improvements in machinery, 
by the better division and distribution of labour, and by 
the increasing skill, both in science and art, of the pro- 
ducers. 

§ 36, The market price of labour is the pjice which is 
really paid for it, from the natural operation of the pro- 
portion of the' supply to the demand ; labour is dear when 
it is scarce, and cheap when it is plentiful. However much 
the market price of labour may deviate from its natural 
price, it has, like commodities, a tendency to conform 
to it. ' 

It is when the market price of labour exceeds its natural 
price, that the condition of the labourer is ffourishing and 
happy, that he has it in his power to command a greater 
proportion of the necessaries and enjoyments of life, and 
therefore to rear a healthy and numerous family. When, 
however, by the encouragement which high wages ^ give to 
the increase of population, the number of labourers is in- 
creased, wages again fall to their natural price, and indeed 
from a re-action sometimes fall below it. 

§ 87, When the market price of labour is below its 
natural price, the condition of the labourers is most^ 
^ wretched : then poverty deprives them of those comforts 
which custom renders absolute necessaries. It is only 

* [In this place Ricardo uses the words “high wages,” not as 
indicating, as in most other instances, a high proportion of the total 
produce, but a large quantity of necessaries, luxuries, etc. Cf. 
Senior, “Pol. Econ.,”p. 143.] 
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after their privations have reduced their UTimher, or the 
demand for labour has increased, that the market price of 
labour will rise to its natural price, and that the labourer 
will have the moderate comforts which the natural rate of 
wages will afford. 

■Notwithstanding the tendency of wages to conform to 
their natural rate, their market rate may, in an improving 
society, for an indeffnite period, be con^antly above it; 
for no sooner may the impulse, which an increased capital 
gives to a new demand for labour, be obeyed, than another 
increase of capital may produce the same effect ; and thus, 
if the increase of capital he gradual and constant, the 
demand for^^ labour may give a continued stimulus to an 
increase of people. 

Capital is th»t part of the wealth of a country which is 
employed in production, and consists of food, clothing, 
tools, raw materials, machinery, etc., necessary to give 
effect to labour.^ 

Capital may increase m quantity at the same time that 
its value rises. An addition may be made to the food and 
clothing of a country, at the same time that more labour 
may be required to produce the additional quantity than 
before ; in that case not only the quantity, but the value 
of capital will rise. 

Or capital may increase without its value increasing, and 
even while its value is actually diminishing ; ijpt only may 
an addition be made to the food and clothing of a country, 
but the addition may be made by the aid of machinery, 
without any increase, and even with an absolute diminution 
nn the proportional quantity of labour required to produce 
them. The quantity of capital may increase, while neither ^ 
the whole together, nor any part of it singly, will have a 
greater value than before, but may actually have a less. 

In the first case, the natural price of labour, which 

* [For an account of various definitions of capital, Schonherg, 
pp. 17M73.] 
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always depends on tlie price of food, clothing, and other 
necessaries, will rise; in the second, it will remain 
stationary, or fall ; ^ but in both cases the market rate of 
wages will rise, for in proportion to the increase of capital 
will be tb^» increase in the demand for labour; in propor- 
tion'to the work to be done will be the demand for those 
who are to do it. 

In both cases* too the naarket price of labour will rise 
above its natural price ; and in both cases it will have a 
tendency to conform to its natural price, but in the first 
case this agreement will be most speedily efected. The 
situation of the labourer will be improved, but not much 
imprO(ved ; for the increased price of food and necessaries 
will absorb a large portion of his increased wages ; con- 
sequently a small supply of labour, or a trffling increase in 
the population, will soon reduce the market price to the 
then increased natural price of labour. 

In the second case, the conditio^i of the labourer will be 
very greatly improved; he will receive increased money 
wages, without having to pay any increased price, and 
perhaps even a diminished price for the commodities which 
he and his family consume ; and it will not be till after a 
great addition has been made to the population, that the 
market price of labour will again sink to its then low and 
reduced natural price. 

Thus, th^n, with every improvement of society, with 
every increase in its capital, the market wages of labour 
will rise ; but the permanence of their rise wiE depend on 
the question, whether the natural price of labour has also 
risen ; and this again will depend on the rise in the naturar 
, price of those necessaries on which the wages of labour are 
expended. 

’ [The meaning given by Ricardo to the term ** price of labour 
must be borne in mind. He is far from meaning that a fall in the 
natural price of labour involves a diminution in the amount of 
comforts, etc., received.] 
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It is not to be understood that the natural price of 
labour, estimated eren in food and necessaries, is absolutely 
fixed and constant. It varies at different times in the 
same country, and very materially differs in different 
countries.^ It essentially depends on the habits and 
customs of the people. An English labourer would con- 
sider his wages under their natural rate, and too scanty to 
support a family, if they enabled him to pjirchase no other 
food than potatoes, and to live in no better habitation 
than a mud cabin ; yet these moderate demands of nature 
are often deemed sufficient in countries where man’s life 
is cheap,” and his wants easily satisfied. Many of the 
convenience^ now enjoyed in an English cottage, would 
have been thought luxuries at an earlier period of our 
history.^ 

From manufactured commodities always falling, and 
raw produce always rising, with the progress of society, 
such a disproportion in^ their relative value is at length 
created, that in rich countries a labourer, by the sacrifice 
of a very small quantity only of his food, is able to pro- 
vide liberally for all his other wants. 

Independently of the variations in the value of money, 

^ The shelter and the clothing which are indispensable in one 
country may be no way necessary in another ; and a labourer in 
Hindostan may continue to work with perfect vigour, though re- 
ceiving, as his natural wages, only such a sxxpply covering as 
would be insufficient to preserve a labourer in Russia from perishing. 
Even in countries situated in the same climate, different habits of 
living will often occasion variations in the natural price of labour, 
^s considerable as those which are produced by natural causes,’* — 
p. 68, ‘*An Essay on the External Corn Trade,” by R. Torrens, 
Esq, 

The whole of this subject is most ably illustrated by Colonel 
Torrens. 

^ [This passage and others like it are always or nearly always 
forgotten by those who speak with abhorrence of that which they 
term Ricardo’s ehernes Gesetz, It is however most important.] 
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whicli necessarily affect money wages, but which we have 
here supposed to have no operation, as we have considered 
money to be uniformly of the same value, it appears then 
that wages are subject to a rise or fall from two causes : 

1st. The supply and demand of labourers. 

2Mly. The price of the commodities on which the wages 
of labour are expended.^ 

§ 38. In different stages of society, the accumulation of 
capital, or of the means of employing labour, is more or 
less rapid, and must in all cases depend on the productive 
powers of labour. The productive powers of labour are 
generally greatest when there is an abundance of fertile 
land : at such periods accumulation is often s^ rapid, that 
labourers cannot be supplied with the same rapidity as 
capital. '» 

It has been calculated, that under favourable circum- 
stances population may be doubled in twenty-five years ; 
but under the same favourable circumstances, the whole 
capital of a country might possibly be doubled in a shorter 
period. In that case, wages during the whole period would 
have a tendency to rise, because the demand for labour 
would increase still faster than the supply. 

In new settlements, where the arts and knowledge of 
countries far advanced in refinement are introduced, it is 
probable that capital has a tendency to increase faster than 
mankind; and if the deficiency of labourers were not 
supplied by more populous countries, this tendency would 
very much raise the price of labour. In proportion as 
these countries become populous, and land of a worse 
quality is taken into cultivation, the tendency to an in-;., 
^ crease of capital diminishes ; for the surplus produce re- 
maining, after satisfying the wants of the existing popu- 

* [In this connection it is well to recall the prominence given by 
Ricardo to the changes in the Standard of Comfort. These changes 
are ever taking place, and in consequence it would be well to insert 
a mention of it in this second 
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lation, HLTist necessarily be in proportion to the facility of 
production, -viiz., to tbe smaller number of persons employed 
in production. Altbougb, then, it is probable, that under 
the most favourable circumstances, tbe power of production 
is still greater than that of population, it will not long ^ 
continue so ; for the land being limited in quantity, ♦and 
differing in quality, with every increased portion of capital 
employed on it, there will be a decreasedrrate of produc- 
tion, whilst the power of population continues always the 
same. 

In those countries where there is abundance of fertile 
land, but where, from the ignorance, indolence, and bar- 
barism of tbe inhabitants, they are exposed to all the evils 
of want and famine, and where it has been said that 
population presses against the means of subsistence, a 
very different remedy should be applied from that which 
is necessary in long settled countries, where, from the 
diminishing rate of the supply of raw produce, all the 
evils of a crowded population are experienced. In the one 
case, the evil proceeds from bad government, from the 
insecurity of property, and from a want of education in all 
rants of the people. To be made happier they require 
only to be better governed and instructed, as the augmen- 
tation of capital, beyond the augmentation of people, would 
be the inevitable result. No increase in the population can 
be too great, as the powers of production are still greater. 
In the other case, the population increases faster than the 
funds required for its support. Every exertion of industry, 
unless accompanied by a diminished rate of increase in the 
^population, will add to the evil, for production cannot 
keep pace with it. 

With a population pressing against the means of suu- 
sistence,the only remedies are either a reduction of people, 

^ [Till a certain limit in cultivation is reached, increased cnlti- 
vation by no means implies a diminution in the rate of return. 
Thus this too emphatic statement requires some qualification.] 
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or a more rapid accamiilation of capital, la ricli countries, 
where all the fertile land is already cultivated, the latter 
remedy is neither very practicable nor very desirable, be- 
cause its effect would be, if pushed very far, to render all 
classes equally poor. But in poor countries, where there 
are ^abundant means of production in store, from fertile 
land not yet brought into cultivation, it is the only safe 
and efficacious i^ieans of removing the evil, particularly as 
its eJffect would be to elevate all classes of the people. 

The friends of humanity cannot but wish that in all 
countries the labouring classes should have a taste for 
comforts and enjoyments, and that they should be stimu- 
lated by all legal means in their exertions to procure them. 
There cannot be a better security against a superabundant 
population. *In those countries, where the labouring 
classes have the fewest wants, and are contented with the 
cheapest food, the people are exposed to the greatest 
vicissitudes and miseries. They have no place of refuge 
from calamity; they cannot seeh safety in a lower station; 
they are already so low, that they can fall no lower. On 
any deficiency of the chief article of their subsistence, 
there are few substitutes of which they can avail them- 
selves, and dearth to them is attended with almost all the 
evils of famine, 

§ 39. In the natural advance of society, the wages of 
labour will have a tendency to fall, as far as they are 
regulated by supply and demand; for the supply of 
labourers will continue to increase at the same rate, whilst 
the demand for them will increase at a slower rate. If, 
for instance, wages were regulated by a yearly increase of 
capital, at the rate of 2 per cent., they would fall when it 
accumulated only at the rate of 1|- per cent. They would 
fall still lower when it increased only at the rate of 1, or | 
per cent., and would continue to do so until the capital be- 
came stationary, when wages also would become stationary, 
and be only sufficient to keep up the numbers of the actual 
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population. I saj that, under these circumstances, wages 
would fall, if they were regulated only by the supply and 
demand of labourers, but we must not forget, that wages 
are also regulated by the prices of the commodities on 
which they are expended. 

As population increases, these necessaries will be^ con- 
stantly rising in price, because more labour will be 
necessary to produce them. If, then, th^ money wages of 
labour should fall, whilst every commodity on which the 
wages of labour were expended rose, the labourer would be 
doubly affected, and would be soon totally deprived of 
subsistence. Instead, therefore, of the money wages of 
labour falling, they would rise ; but they would not rise 
sufficiently to enable the labourer to purchase as many 
comforts and necessaries as he did before fhe rise in the 
price of those commodities. If his annual wages were 
before ^24, or six quarters of corn when the price was .^4 
per quarter, he would probably receive only the value of 
five quarters when corn rose to <^5 per quarter. But five 
quarters would cost o825 ; he would therefore receive an 
addition in his money wages, though with that addition he 
would be unable to furnish himself with the same quantity 
of corn and other commodities, which he had before con- 
sumed in his family. 

Notwithstanding, then, that the labourer would be really 
worse paid, yet this increase in his wages would necessarily 
diminish the profits of the manufacturer^ for his goods 
would sell at no higher price, and yet the expense of pro- 
ducing them would be increased. This, however, will be 
considered in our examination into the piinciples which 
regulate profits. 

It appears, then, that the same cause which raises rent, 
namely, the increasing difficulty of providing an additional 
quantity of food with the same proportional quantity of 
labour, will also raise wages ; and therefore if money be of 
an unvarying value, both rent and wages will have a 
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tendency to rise with the progress of wealth and popula- 
tion. 

But there is this essential difference between the rise of 
rent and the rise of wages. The rise in the money value 
of rent is accompanied by an increased share of the pro- 
duce^ not only is the landlord’s money rent greater, but 
his corn rent also; he will have more com, and each 
defined measnre j>f that corn will exchange for a greater 
quantity of all other goods which have not been raised in 
value. The fate of the labourer will be less happy; he 
will receive more money wages, it is true, but his corn 
wages will be reduced ; and not only his command of corn, 
but his general condition will be deteriorated, J>y his find- 
ing it more difficult to maintain the market rate of wages 
above their natural rate. While the price #f com rises 10 
per cent., wages will always rise less than 10 per cent., 
but rent will always rise more; the condition of the 
labourer will generally decline, and that of the landlord 
will always be improved. • 

When wheat was at o64 per quarter, suppose the 
labourer’s wages to be ^24 per annum, or the value of six 
quarters of wheat, and suppose half his wages to be ex- 
pended on. wheat, and the other half, or «£12, on other 
things. He would receive 

£24 14^. 'I r £4 45. 8c?. [5*83 qrs. 

£25 105. (♦wffien wheat £4 105. I or the J 5*66 qrs. 

£26 85. [ was at 1 £4 165. f value of I 5*50 qrs, 

£27 85. 6clJ I £5 25. 10c?. J I 5*33 qrs. 

He would receive these wages to enable him to live just 
as well, and no better, than before ; for when corn was at 
^4 per quarter, he would expend for three quarters of 
com, at c£4 per quarter ....... <5012 

and on other things .... , <£12 


<£24 
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When wheat was .^84 4s. M,, three quarters, which he and 
his family consumed, would cost him . . . «£12 14s. 

other things not altered in price «s812 Os. 



£24 Us. 

When at £A 10s., three quarters of 

cost 

and other things ^ • 

■wheat -would 
. .£13 10s. 

. £12 Os. 


£25 10s. 

When at £4 16s., three quarters of wheat . 
Other things 

. £14 8s. 

. £12 Os- 


.£26 8s. 

When at £5^ 2s. lOd., three quarters o^ wheat would 
cost £15 8s, Qd, 

Other things £12 Os. Od. 


£27 8s. 6d. 

In proportion as com became dear, he would receive less 
corn wages, but his money wages would always increase, 
whilst his enjoyments, on the above supposition, would be 
precisely the same. But as other commodities would be 
raised in price in proportion as raw produce entered into 
their composition, he would have more to pay for some of 
them. Although his tea, sugar, soap, candles, and house 
rent, would probably be no dearer, he would pay more for 
his bacon, cheese, butter, linen, shoes, and cloth; and 
therefore, even with the above increase of wages, his 
situation would be comparatively worse. 

§ 40. But it may be said that I have been consideriag 
the effect of wages on price,^ on the supposition that gold, 

^ [It would be better to say *‘the connection of wages with 
price,” since it is Eicardo’s particular contention that wages have 
no effect on price. On this point see Be Quincey, “Bialogues of 
Three Templars,”— Dialogue I.] 
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or the metal from wHcli money is made, is the produce of 
the country in which wages varied; and that the con- 
sequences which I have deduced agree little with the actual 
state of things, because gold is a metal of foreign produc- 
tion, The circumstance, however, of gold being a foreign 
production, will not invalidate the truth of the argument, 
because it may be shown, that whether it were found at 
home, or were imported from abroad, the effects ultimately 
and, indeed, immediately would be the same. 

When wages rise, it is generally because the increase of 
wealth and capital have^ occasioned a new demand for 
labour, which will infallibly be attended with an increased 
production of commodities. To circulate the^e additional 
commodities, even at the same prices %s before, more 
money is required, more of this foreign commodity from 
which money is made, and which can only be obtained by 
iinportation. Whenever a commodity is required in 
greater abundance than before, ^ts relative value rises 
comparatively with those commodities with which its pur- 
chase is made. If more hats were wanted, their price 
would rise, and more gold would be given for them. If 
more gold were required, gold would rise, and hats would 
fail in price, as a greater quantity of hats and of all other 
things- would then be necessary to purchase the same 
quantity of gold. But in the case supposed, to say that 
commodities^ will rise, because wages rise, is to affirm a 
positive contradiction ; for we first say that gold will rise 
in relative value in consequence of demand, and secondly, 
that it will fall in relative value because prices will rise, 
two effects which are totally incompatible with each other. 
^To say that commodities are raised in price, is the same 
thing as to say that money is lowered in relative value ; 
for it is by commodities that the relative value of gold is 
estimated. If then all commodities rose in price, gold 
could not come from abroad to purchase those dear com- 
1 [Has.] 

<3 
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modities, but it would go from borne to be employed witb 
advantage in purcbasing the comparatively cheaper foreign 
commodities. It appears, then, that the rise of wages will 
not raise the prices of commodities, whether the metal from 
which money is made be produced at home or in a foreign 
country. All commodities cannot rise at the same time 
without an addition to the quantity of money. This 
addition could not be obtained at home, we have already 
shown ; nor could it be imported from abroad. To pur- 
chase any additional quantity of gold from abroad, com- 
modities at home must be cheap, not dear. The importa- 
tion of gold, and a rise in the price of all home-made 
commodities with which gold is purchased or paid for, are 
efects ahsolu^ly incompatible. The extensive use of 
paper money does not alter this question, for paper money 
conforms, or ought to conform, to the value of gold, and 
therefore its value is influenced by such causes only as 
influence the value of that metal. 

These then are the laws by which wages are regulated, 
and by which the happiness of far the greatest part of 
every community is governed. Like all other contracts, 
wages should be left to the fair and free competition of 
the market, and should never be controlled by the inter- 
ference of the legislature. 

§ 41. The clear and direct tendency of the poor laws, is 
in direct opposition to these obvious principle^» : ^ it is not, 

^ [The poor laws and poor administration of the time were such 
as to deserve the severe remarks passed on them by Ricardo. The 
Poor Law Act of ^Elizabeth (1601), in disregard of its obvious in- 
tention to find work for those able to work, and to give gratuitous 
assistance to none but those who were incapable of gaining their 
livelihood for themselves, had been made the foundation of a body 
of legislation directed to wholly different results. By an Act of 
1691 the facility of obtaining relief without investigation had 
been considerably increased, and the laws introducing the work- 
house test, which for a moment imposed a check, were repealed in 
1796, when the fatal practice was legalized of granting out-relief 
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as tlie legislature benevolently intended, to amend tbe con- 
dition of tbe poor, but to deteriorate tbe condition of both 
poor and rich ; instead of making tbe poor rich, tbej are 
calculated to make tbe rich poor ; and whilst tbe present 
laws are in force, it is quite in tbe natural order of tbings 
tliat tbe fund for tbe maintenance of tbe poor should pro- 
gressively increase, till it has absorbed all tbe net revenue 
of tbe country, mv at least so much of it as tbe state shall 
leave to us, after satisfying its own never faibng demands 
for tbe public expenditure.^ 

This pernicious tendency of these laws is no longer a 


to the able-bodied in aid of wages. The adminitferation of the 
rates was an incentive to reckless improvidence. To this aspect 
of the case attention was called by Malthas, the xleport of the Com- 
mittee on the Poor Laws (1817), and others. 

The new Poor Law Act (1834) was not, however, precisely of 
the kind defined hy Ricardo when he writes, “ No scheme for the 
amendment of the poor laws merits t||ie least attention which has 
not their abolition for its ultimate object.” Both Malthus and 
Ricardo, in their indignation at the terrible evils brought about by 
the indiscriminate distribution of poor relief, overlooked the ne- 
cessity, which existed, exists, and so far as we can see will continue 
to exist, of providing assistance and support for those who either hy 
sickness or by trade oscillation are unable to maintain themselves 
either permanently or temporarily. No doubt Ricardo, premising 
in argument an almost, if not quite, frictionless state, would 
have admitted that some such means must be adopted in a state of 
life not corresponding to that assumed by him. See p. 69 note.] 

^ With Mr. Buchanan in the following passage, if it refers to 
temporary states of misery, I so far agree, that *‘the great evil of 
the labourer’s condition is poverty, arising either from a scarcity 
of food or of work ; and in all countries, laws without number^ 
have been enacted for his relief. But there are miseries in the 
• social state which legislation cannot relieve ; and it is useful there- 
fore to know its limits, that we may not, by aiming at what is 
impracticable, miss the good which is really in our power,”— 
Buchanan [Smith, ed. Buchanan, voL iv.. Observations], page 
[The use of the word “ temporary ” is curious as seeming to limit 
Ricardo’s agreement with Buchanan. For p<Bsible interpretation 
see Introduction.] 
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mjstery, since it has been fully developed by the able 
band of Mr. Maltbus ; ^ and every friend to the poor must 
ardently wish for their abolition. Unfortunately, how- 
ever, they have been so long established, and the habits of 
the poor have been so formed upon their operation, that 
to eradicate them with safety from our political system, 
requires the most cautious and skilful management. It 
is agreed by all who are most friendly to a repeal of these 
laws, that if it be desirable to prevent the most over- 
whelming distress to those for whose benefit they were 
erroneously enacted, their abolition should be efected by 
the most gradual steps.^ 

It is a truth which admits not a doubt, that the com- 
forts and welhbeing of the poor cannot be permanently 
secured without some regard on their part, or some effort 
on the part of the legislature, to regulate the increase of 
their numbers, and to render less frequent among them 
early and improvident^marriages. The operation of the 
system of poor laws has been directly contrary to this. 
They have rendered restraint superfluous, and have in- 
vited imprudence, by offering it a portion of the wages of 
prudence and industry.^ 

^ [“Essay on Population,” bk. iii, cc. v., vi., vii; hk. iv., c. 
viii.] 

* [The effect of the sudden change introduced by the Poor Law 
Act of 1834: may be traced in the speeches of the qi^rly Chartists. 
“Engl. Hist, Rev.,” October, 1889.] 

* The progress of knowledge manifested upon this subject in the 
House of Commons since 1796, has happily not been very small, 
as may be seen by contrasting the late report of the committee on 
the poor laws, and the following sentiments of Mr. Pitt, in that 
year. 

“Let us,” said he, “make relief in cases where there are a 
number of children a matter of right and [an] honour, instead of 
a ground of [for] opprobrium and contempt. This will make a 
large family a blessing, and not a curse ; and this will draw a 
proper line of distinction between those who are able to provide 
for themselves by their labour, and those who, after having en- 
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The nature of the evil points out the remedy. By 
gradually contracting the sphere of the poor laws ; by im- 
pressing on the poor the value of independence, by teaching 
them that they must look not to systematic or casual 
charity, but to their own exertions for support, that pru- 
denee and forethought are neither unnecessary nor un- 
profitable virtues, we shall by degrees approach a sounder 
and more healt^ul state. 

hTo scheme for the amendment of the poor laws merits 
the least attention, which has not their abolition for its 
ultimate object ; and he is the best friend to the poor, and 
to the cause of humanity, who can point out how this end 
can be attained with the most security, and .iiat the same 
time with the least violence. It is not b;;y:aising in an}^ 
maimer diferent from the present, the fund from which 
the poor are supported, that the evil can be mitigated. 
It would not only be no improvement, but it would be an 
aggravation of the distress which^we wish to see removed, 
if the fund were increased in amount, or were levied ac- 
cording to some late proposals, as a general fund from 
the country at large. The present mode of its collection 
and application has served to mitigate its pernicious eflEects. 
Each parish raises a separate fund for the support of its 
own poor. Hence it becomes an object of more interest 
and more practicability to keep the rates low, than if one 
general fund were raised for the relief of the poor of the 
whole kingdom, A parish is mnch more interested in an 

riched their country with a number of children, have a claim upon 
its assistance for [their] support. ” — Mafuard’s Parliamentary His- 
tory ^ vol. S2, p. 710. 

[In closing the same debate Mr. Whitbread said, “ As to the 
particular case of labourers who have to provide for a number of 
children, the wisest thing for government, instead of putting the 
relief afforded to such on the footing of a charity, supplied, per- 
haps from a precarious fund, and dealt with a reluctant hand, 
would be at once to institute a liberal premium for the encourage- 
ment of large families.”] 
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economical collection of the rate, and a sparing distribution 
of relief, when the whole saving will be for its own benefit, 
than if hundreds of other parishes were to partake of it. 

It is to this cause, that we must ascribe the fact of the 
poor laws not having yet absorbed all the net revenue 
of the country; it is to the rigour with which they^are 
applied, that we are indebted for their not having become 
overwhelmingly oppressive. If by law eve^ry human being 
wanting support could be sure to obtain it, and obtain it 
in such a degree as to make life tolerable comfortable, 
theory would lead us to expect that all other taxes together 
would be light compared with the single one of poor rates. 
The principk of gravitation is not more certain than the 
tendency of s\mh laws to change wealth and power into 
misery and weakness ; to call away the exertions of labour 
from every object, except that of providing mere subsis- 
tence ; to confound all intellectual distinction ; to busy the 
mind continually in supplying the body’s wants ; until at 
last all classes should be infected with the plague of uni- 
versal poverty. Happily these laws have been in operation 
during a period of progressive prosperity, when the funds 
for the maintenance of labour have regularly increased, 
and when an increase of population would be naturally 
called for. But if our progress should become more slow; 
if we should attain the stationary state, from which I 
trust we are yet far distant, then will the pernicious nature 
of these laws become more manifest and alarming; and 
then, too, will their removal be obstructed by many ad- 
ditional difficulties. 



CHAPTER VI.— ON PROFITS. 


§ 42 . 

'T^HE pro3&ts of stoclc, in different employments, liaving 
been shown to bear a proportion to each other, and 
to have a tendency to vary all in the same degree and in 
the same direction,^ it remains for ns to consider what is 
the canse of the permanent variations in the rate of profit, 
and the consequent permanent alteration?^in the rate of 
interest. 

We have seen that the price® of com is regulated by the 
quantity of labour necessary to produce it, with that por- 
tion of capita] which pays no rant. We have seen, too, 
that all manufactured commodities rise and fall in price, 
in proportion as more or less labour becomes necessary to 
their production. Neither the farmer who cultivates 
that quantity of land, which regulates price, nor the 
manufacturer, who manufactures goods, sacrifice® any 
portion of the produce for rent. The whole value of 
their commodities is divided into two portions only : one 
constitutes •the profits of stock, the other the wages of 
labour. 

Supposing corn and manufactured goods always to sell 
at the same price, profits would be high or low in proper-^ 

^ Cl 33.] 

^ The reader is desired to bear in mind, that for the purpose of 
making the subject more clear, I consider money to be invariable 
in value, and therefore every variation of price to be referable to an 
alteration in the value of the commodity. [§ -28.] 

® [Sacrifices.] 
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tion as wages were low or high. But suppose corn to rise 
in price because more labour is necessary to produce it ; 
that cause will not raise the price of manufactured goods 
in the production of which no additional quantity of 
labour is required. If, then, wages continued the same, 
the profits of manufacturers would remain the same ;r but 
if, as is absolutely certain, wages should rise with the rise 
of corn, then their profits would necessarily fall. 

If a manufacturer always sold his goods for the same 
money, for ^1,000, for example, his profits would depend 
on the price of the labour necessary to manufacture those 
goods. His profits would be less when wages amounted 
to <£800 than when he paid only <£600. In proportion 
then as wages rose, would profits fall. But if the price 
of raw produc^^ould increase, it may be a'^sked, whether 
the farmer at least would not have the same rate of profits, 
although he should pay an additional sum for wages ? 
Certainly not : for he will not only have to pay, in com- 
mon with the manufacturer, an increase of wages to each 
labourer he employs, but he will be obliged either to pay 
rent, or to employ an additional number of labourers to 
obtain the same produce ; and the rise in the price of raw 
produce will be proportioned only to that rent, or that 
additional number, and will not compensate him for the 
rise of wages. 

If both the manufacturer and farmer employed ten men, 
on wages rising from £24 to £25 per annum per man, the 
whole sum paid by each would be £250 instead of £240. 
This is, however, the whole addition that would be paid 
Jby the manufacturer to obtain the same quantity of com- 
modities ; but the farmer on new land would probably be 
obliged to employ an additional man, and therefore to pay 
an additional sum of £25 for wages ; and the farmer on 
the old land would be obliged to pay precisely the same 
additional sum of £25 for rent ; without which additional 
labour, corn would not have risen^ nor rent have been in- 
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creased. One will therefore have to pay J^27B for wages 
alone, the other,* for wages and rent together; each ^25 
more than the manufacturer: for this latter ^25 the 
farmer is compensated by the addition to the price of raw 
produce, and therefore his profits still conform to the 
profits of the manufacturer. As this proposition is im- 
portant, I will endeavour still further to elucidate it. 

We have shown that in early stages of society, both the 
landlord’s and tlie labourer’s share of the value of the pro- 
duce of the earth, would be but small ; and that it would 
increase in proportion to the progress of wealth, and the 
difficulty of procuring food. We have shown, too, that 
although the value of the labourer’s portion will be 'in- 
creased by the high value of food, his real share will be 
diminished ; whilst that of the landland w\S not only be 
raised in value, but will also be increased in quantity.^ 

The remaining quantity of the produce of the land, after 
the landlord and labourer are paid, necessarily belongs to 
the farmer, and constitutes the profits of his stock. But 
it may be alleged, that though as society advances, his 
proportion of the whole produce will be diminished, yet as 
it will rise in value, he, as well as the landlord and labourer, 
may, notwithstanding, receive a greater value. 

It may be said for example, that when corn rose from 
^4 to <^10, the 180 quarters obtained from the best land 
would sell for o81,800 instead of <£720; and, therefore, 
though the landlord and labourer be proved to have a 
greater value for rent and wages, still the value of the 
farmer’s profit might also be augmented. This, however, 
is impossible, as I shall now endeavour to show. 

In the first place, the price of corn would rise only in 
proportion to the increased difficulty of growing it on land 
of a worse quality. 

It has been already remarked, that if the labour of ten 
men will, on land of a certain quality, obtain 180 quarters of 
^ [§ 89 ,] 
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wheat, and its value be £4 per quarter, or <£720 ; and if the 
labour of ten additional men, will on the same or any other 
land produce only 170 quarters in addition, wheat would 
rise from £4 to ^ £4 4s, 8d.; for 170 : 180 : : £4 : £4 4s. 8dl. 
In other words, as for the production of 170 quarters, the 
labour of ten men is necessary, in the one case, an<^ only 
that of 9’44 in the other, the rise would be as 9*44 to 10, 
or, as £4 to £4 4^. 8d. In the same manner it might be 
shown, that if the labour of ten additional men would only 
produce 160 quarters, the price would further rise to 


£4 105. ; if 150, to £4 I65. etc., etc. 

But when 180 quarters were produced on the land 
paying#no rent, and its price was £4 per quarter, 

it is soldJor £720 

And when 170 quarters were produced on the land 
paying no rent, and the price rose to £4 45. 8d. 

it still sold for £720 

So 160 quarters at £4 IO5. produce ...... £720 

And 150 quarters at £4* I65. produce the same sum 

of £720 


hfow it is evident, that if out of these equal values, the 
farmer is at one time obliged to pay wages regulated by 
the price of wheat at £4, and at other times at higher 
prices, the rate of his profits will diminish in proportion to 
the rise in the price of com. 

In this case, therefore, I think it is cl^'arly demon- 
strated that a rise in the price of corn, which increases the 
money wages of the labourer, diminishes the money value 
of the farmer’s profits. 

But the case of the farmer of the old and better land 
will be in no way different; he also will have increased" 
wages to pay, and will never retain more of the value of 
the produce, however high may he its price, than £720 to 
be divided between himself and his always equal number 
* [Approximately more nearly £i is. 8|d] 
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of labourers ; in proportion therefore as they get more, he 
must retain less, * 

When the price of com was at £4i the whole 180 quarters 
belonged to the cultivator, and he sold it for <£720. When 
corn rose to £4 4s. Sd, he was obliged to pay the value of 
ten quarters out of his 180 for rent, consequently the 
remaining 170 yielded him no more than £720 : when it 
rose further to ^ 10s. he paid twenty quarters, or their 
value, for rent, and consequently only retained 160 quarters, 
which yielded the same sum of £720. 

It will be seen, then, that whatever rise may take place 
in the price of corn, in consequence of the necessity of 
employing more labour and capital to obtain^a 
ditional quantity of produce, such rise will always be 
equalled in vaSlue by the additional rent,^or additional 
labour employed; so that whether com sells for £4, 
£4 10s., or £5 2s. lOd the farmer will obtain for that 
which remains to him, after paying rent, the same real 
value. Thus we see, that whether \he produce belonging 
to the farmer be 180, 170, 160, or 150 quarters, he always 
obtains the same sum of £720 for it ; the price increasing 
in an inverse proportion to the quantity. 

Eent then, it appears, always falls on the consumer, 
and never on the farmer ; for if the produce of his farm 
should uniformly be 180 qnarters, with the rise of price, 
he would retain the value of a less quantity for himself, 
and give the* value of a larger quantity to his landlord ; 
but tbe deduction would be such as to leave him always 
the same sum of £720, 

It will be seen too, that, in all cases, the same sum of 
£720 must be divided between wages and profits. If the 
value of the raw produce from the land exceed this value, 
it belongs to rent, whatever may he its amount. If there 
be no excess, there will be no rent. Whether wages or 
profits rise or fall, it is this sum of £720 from which they 
must both he provided. On the one hand, profits can 
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never rise so high as to absorb so much of this ^720 that 
enough will not be left to furnish the labourers with ab- 
solute necessaries ; on the other hand, wages can never 
rise so high as to leave no portion of this sum for profits. 

Thus in every case, agricultural, as well as manufac- 
turing profits are lowered by a rise in the price of raw 
produce, if it be accompanied by a rise of wages/ If the 
farmer gets no additional value for the earn which remains 
to him after paying rent, if the manufacturer gets no ad- 
ditional value for the goods which he manufactures, and 
if both are obliged to pay a greater value in wages, can 
any point be more clearly established than that profits 
with a rise of wages ? 

The farmer then, although he pays no part of his land- 
lord’s rent, that being always regulated % the price of 
produce, and invariably falling on the consumers, has 
however a very decided interest in keeping rent low, or 
rather in keeping the natural price of produce low. As a 
consumer of raw prodime, and of those things into which 
raw produce enters as a component part, he will, in com- 
mon with all other consumers, be interested in keeping the 
price low. But he is most materially concerned with the 
high price of corn as it affects wages. With every rise in 
the price of corn, he will have to pay out of an equal and 
unvarying sum of an additional sum for wages to 

the ten men whom he is supposed constantly to employ. 
We have seen in treating on wages that they invariably 
rise with the rise in the price of raw produce. On a basis 
assumed for the purpose of calculation, page 99,^ it will be 
seen that if when wheat is at <£4 per quarter, wages should 
be <£24 per annum. 

^ The reader is aware, that we are leaving out of our considera- 
tion the accidental variations arising from bad and good seasons, 
or from the demand increasing or diminishing by any sudden effect 
on the state of population. We are speaking of the natural and 
constant, not of the accidents,! and fluctuating price of corn, 

» [ie., 90,1 
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£ s, d, 

( 4 *4 8\ 
4 10 0 ( 
4 16 0 I 
5 2 loj 


. wages would be 


£ St dt 

r24 14 0 
I 25 10 0 
26 8 0 
127 8 6 


IsToip-, of tbe unvarymg fund of <£720 to be distributed 
between labourers and farmers, 

S c?- £ s. 


/4 0 0] 

I 

r240 O'] 

f 

4 4 8 

4 10 0 , 
4 16 0 

[the labourers 

247 0 
' 255 0 

1 264 0 1 

the farmer J 

1 will receive ^ 

"will receive 1 

[5 2 lOJ 


1274 5 } 

1 



^ The 180 quarters of corn would be divided iu^^e following 
proportions between landlords, farmers, and labo'I^rs, with the 
above-named variations in the value of corn. 


Price per qr. Kent. 

Profit. 

Wages, 

Total. 

£ 5. d. 

In Wheat. 

In Wheat. 

In Wheat. 



4 0 0 

None. 

120 qrs. % 

60 qrs. 

1 



4 4 8 

10 qrs. 

111*7 

58*3 




4 10 0 

20 

103*4 

56*6 

1 

dSO 


4 16 0 

30 

95 

55 

j 



5 2 10 

40 

86*7 

53*3 

J 



and, under 

the same circumstances, money rent, 

wages, 

and 

profit, would be as follows ; 






Price per qr. 

Kent. Profit. Wages. 

Total 

. 

£ 5. c?. 

£ s, d. £ 

5. c?. £ 

5. d. 

£ 

5. 

d. 

4 0 0 

^one. 480 

0 0 240 

0 0 

720 

0 

0 

4 4 8 

42 7 6 473 

0 0 247 

0 0 

762 

7 

6 

4 10 0 

90 0 0 465 

0 0 255 

0 0 

810 

0 

0 

4 16 0 

144 0 0 456 

0 0 264 

0 0 

864 

0 

0 

5 2 10 

205 13 4 445 

15 0 274 

5 0 

925 13 

4 


^ [These tables are not so minutely accurate as they seem. In the 
second of the two given, the totals are inaccurate in the case of 
the second and fifth lines. The price of 10 qrs. at £4 45. 8d. a 
quarter is not £42 75. 6flf., but £42 65. 8d ; further, 180 qrs. at 
the same price per quarter do not sell at £762 75. 6c?., but £762; 
also, 180 at £5 25. 10c?. is £925 IO5., not £925 135 . 4c?. Amended 
and expressed in round numbers the tables read as follows^ ; — 
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And supposing that the original capital the farmer was 
<£3,000, the profits of his stock being in the first instance 
£480 would be at the rate of 16 per cent. When his 
profits fell to £473 they would be at the rate of 157 ^ per 
cent. 

£465 ..... 15*5 

£456 15'2 

£445 . . . . 14-8 

But the mte"^ of profits will fall still more, because the 
capital of the farmer, it must be recollected, consists in a 
great measure of raw produce, such as his corn and hay- 
unthreshed wheat and barley, his horses and 
cowsT^icS would all rise in price in consequence of the 


Price per qr. Wheat Rent. Wheat Profit. Wheat Wages. Total. 


£ s. 

d. 











4 0 

0 


None. 



120 



60 


180 

4 4 

8 


9*92 



111-73 



58-35 

180 

4 10 

0 


20 



103-4 



56*6 


180 

4 16 

0 


30 



95 



55 


180 

5 2 

10 


39-97 



86-69 



53-34 

180 

and if estimated 

in money 

: 








Price per or. 

Rent. 

Profit. 

Wj 

a,ges 


Total. 

£ s. 

d. 

£ 

s. d. 

£ 

$, 

d. 

£ 

s. 

d. 

£ 

s, d. 

4 0 

0 

None, 

480 

0 

0 

240 

0 

0 

720 

0 0 

4 4 

8 

42 

0 0 

473 

0 

0 

247 

0 

0 

762 

0 0 

4 10 

0 

90 

0 0 

465 

0 

0 

255 

0 


810 

0 0 

4 16 

0 

144 

0 0 

456 

0 

0 

264 

0- 

0 

864 

0 0 

5 2 

10 

205 

10 0 

445 

14 

0 

274 

5 

0 

925 

10 0] 

* [This should 

read 15*8, 

. If 

/ is 

exactly 15* 

76.] 





® [Up to this mention Ricardo in speaking of “ rate of profits ” 
has been able to consider a decrease in the proportion of the total 
value received by the farmer or manufacturer (Ricardian “ rate ”] 
as invariably accompanied by a corresponding decrease in the rate 
per cent, (but cf. proviso in § 18). In consequence, it is of com- 
paratively little moment whether the phrase “ rate of profits be 
construed in one or the other sense. Here, however, it must be 
construed as rate per cent. Ricardo himself seems to indicate Ms 
consciousness of this particular sense by the use of italics.] 



ON PROFITS. 


9 ^ 


CHAP. VI.] 

rise of produce.* His absolute profits would fall from 
.£480 to 00445 15s. ; but if from tbe cause wHch I have 
just stated, Ms capital should rise from ,£3,000 to £3,200 
tbe rate of Ms profits would, when com was at £5 2^. lOd. 
be under 14 per cent. 

If a manufacturer bad also employed £8,000 in bis 
business, be would be obliged in consequence of tbe rise 
of wages, to incr^se Ms capital, in order to be enabled to 
carry on tbe same business. If bis commodities sold before 
for £720 they would continue to sell at tbe same price ; 
but tbe wages of labour, wbicb were before £240 would 
rise when com was at £5 2s. lOdJ. to £274 5s. 
first case be would have a balance of £480 Is 
£3,000, in tbe second be would bave a ^ofit only of 
£445 15s., on an increased capital, and therefore bis 
profits would conform to tbe altered rate of those of tbe 
farmer. 

There are few commodities wbidb are not more or less 
affected in their price by tbe rise of raw produce, because 
some raw material from tbe land enters into tbe composi- 
tion of most commodities. Cotton goods, linen, and cloth, 
will all rise in price with tbe rise of wheat; but they rise 
on account of tbe greater quantity of labour expended on 
tbe raw material from which they are made,^ and not 

* [This statfeent needs explanation. Assuming that tbe quan- 
tity of produce required remains the same, an alteration in tbe 
productivity of capital-and-Iabour will affect the rent, and if tbe 
rent of land when applied to one purpose be affected, it will affect 
tbe rent which it would yield when applied to any alternative use. 
Consequently an alteration in producti^dty affecting the price 
*of one raw product will affect the price of other raw products, as 
indeed of any commodity the production of which might take 
place on the same land. Ricardo, however, looks at the matter 
from a much simpler point of view. He assumes that an increase 
of the amount of labour required iu the case of com arises from a 
common cause which will affect the production of ail raw material 
alike.] 
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because more was paid bj tbe maii?afactiirer to tbe 
labourers whom be employed on those commodities. 

In all cases, commodities rise because more labour is 
expended on them, and not because tbe labour wbicb is 
expended on them is at a bigber value. Articles of 
jewellery, of iron, of plate, and of copper, would not rise, 
because none of tbe raw produce from tbe surface of tbe 
eartb enters into tbeir composition. 

§ 43, It may be said tbat I have taken it for granted, 
that money wages would rise with a rise in tbe price of 
raw produce, but tbat tbis is by no means a necessary 
,^i|m^uence, as tbe labourer may be contented with fewer 
en|oySu32it^. It is true tbat the wages of labour may 
previously Hsire been at a bigb level, and,, tbat they may 
bear some reduction. If so, tbe fall of profits will be 
checked ; but it is impossible to conceive tbat tbe money 
price of wages should fall, or remain stationary with a 
gradually increasing p^ice of necessaries 5 and therefore it 
may be taken for granted tbat, under ordinary circum- 
stances, no permanent rise takes place in tbe price of 
necessaries, without occasioning, or having been preceded 
by a rise in wages. 

Tbe effects produced on profits would have been tbe 
same, or nearly tbe same, if there bad been any rise in 
tbe price of those other necessaries, besides food, on wbicb 
tbe wages of labour are expended. Tbe n^essity wbicb 
tbe labourer would be under of paying an increased price 
for such necessaries, would oblige him to demand more 
wages ; and whatever increases wages, necessarily reduces 
profits. But suppose tbe price of silks, velvets, furniture, 
and any other commodities, not required by tbe labourer,- 
to rise in consequence of more labour being expended on 
them, would not tbat affect profits? Certainly not: for 
nothing can affect profits but a rise in wages ; silks and 
velvets are not consumed by tbe labourer, and therefore 
cannot raise wages. 
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It is to be understood tbat I am speaking of profits 
generally. I bave already remarked, tbat tbe market 
price of a commodity may exceed its natural or necessary 
price, as it may be produced in less abundance than tlie 
new demand for it requires. This; however, is but a 
temp?>rary effect. Tbe bigb profits on capital employed 
in producing tbat commodity, will naturally attract capital 
to tbat trade; and as soon as tbe requisite funds are 
supplied, and tbe quantity of tbe commodity is duly in- 
creased, its price will fall, and tbe profits of tbe trade will 
conform to tbe general level. A fall in tbe general rate 
of profits is by no means incompatible with a partiaJji^ 
of profits in particular employments. It is liLrc^ltgfi tbe 
inequabty of profits, tbat capital is moved trtTm one em- 
ployment to another. Whilst then general profits are 
falling, and gradually settling at a lower level in conse- 
quence of tbe rise of wages, and tbe increasing difficulty 
of supplying tbe increasing population with necessaries, 
tbe profits of tbe farmer may, for an interval of some little 
duration, be above tbe former level. An extraordinary 
stimulus may be also given for a certain time, to a parti- 
cular branch of foreign and colonial trade ; but tbe ad- 
mission of this fact by no means invalidates tbe theory, 
tbat profits depend on bigb or low wages, wages on tbe 
price of necessaries, and tbe price of necessaries chiefly on 
tbe price of fgod, because all other requisites may be in- 
creased almost without limit. 

It should be recollected tbat prices always vary in tbe 
market, and in tbe first instance, through tbe comparative 
state of demand and supply. Although cloth could be fur- 
nished at 40 ^. per yard, and give tbe usual profits of stock, 
it may rise to 60 s. or 80 s. from a general change of fashion, 
or from any other cause which should suddenly and unex- 
pectedly increase tbe demand, or diminish tbe supply of it. 
Tbe makers of cloth will for a time bave unusual profits, 
but capital will naturally flow to tbat manufacture, tiilnbe 

H 
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supply and demand are again at tlieir fai^ level, when the 
price of cloth will again sink to 40s., its natural or neces- 
sary price. In the same manner, with every increased de- 
mand for corn, it may rise so high as to afford more than 
the general profits t5 the farmer. If there be jjlenty of 
fertile land, the price of corn will again fall to its former 
standard, aftej* the requisite quantity of capital has been 
employed in producing it, and profits will be as before ; 
but if there be not plenty of fertile land, if, to produce this 
additional quantity, more than the usual quantity of capital 
and labour be required, corn will not fall to its former level. 
- 7 tfe^.^ural price will be raised, and the farmer, instead of 
olSmnlJ* permanently larger profits, will find himself 
obliged to satisfied with the diminished rate which is 
the inevitable consequence of the rise of wages, produced 
by the rise of necessaries. 

§ 44. The natural tendency of profits then is to fall ; for, 
in the progress of society and wealth, the additional quan- 
tity of food required is obtained by the sacrifice of more 
and more labour.^ This tendency, this gravitation as it 
were of profits, is happily checked at repeated intervals by 

^ [With reference to this important section as to the tendency of 
profits to fall by reason of resort being gradually liad to less fertile 
lands, it is interesting to quote a passage from “Letters of Ricardo 
to Mai thus,” p. 120, 5 Oct., 1816: “You say that you think that I 
have sometimes conceded that if population %yere miraculously 
stopped, while the most fertile land remained uncu'itivated, profits 
would fall upon the supposition of an increase of capital still going 
on. I concede it now. Profits I think depend on wages,-— wages 
depend on demand and supply of labour, and on the cost of the 
necessaries on which wages are expended. These two causes may 
he operating on profits at the same time, either in the same, or in 
an opposite direction. In the case you put, wages would have a 
tendency to keep stationary as far as the supply of food was con- 
cerned, but they would have a tendency to rise in consequence of 
the demand for labour increasing, whilst the supply continued the 
same. Under such circumstances profits would of coui'se fall. Yoxi 
must, however, allow that this is an exti-aordinary case. ” With 
this we may compare Smith’s “Wealth of Nations,” bk. i., c. ix., 
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the improveiner|,ts in inacliinery, connected with the pro- 
duction of necessaries, as well as by discoveries in the 
science of agriculture which enable us to relinquish a por- 
tion of labour before required, and therefore to lower the 
price of the prime necessary of the labourer. The rise in 
the price of necessaries and in the wages of labour is how- 
ever limited ; for as soon as wages should be equal (as in 
the case formerly stated) to <£720, the whole receipts of the 
farmer, there must be an end of accumulation; for no 
capital can then yield any profit whatever, and no addi- 
tional labour can be demanded, and consequently popula- 
tion will have reached its highest point. Long indeed: 
before this period, the very low rate of profe^^^rllhave 
arrested all accumulation, and almost the wl::ole x)ioduceof 
the country, after paying the labourers, will be the property 
of the owners of land and the receivers of tithes and taxes. 

Thus, taking the former very imperfect basis as the 
grounds of my calculation, it would appear that when corn 
was at £20 per quarter, the whole net income of the country 
would belong to the landlords, for then the same quantity 
of labour that was originally necessary to produce 180 
quarters, would be necessary to produce 36 ; since £20 : 
£4 : : 180 : 36. The farmer, then, who produced 180 
quarters (if any such there were, for the old and new 
capital employed on the land would be so blended, that 
it could in n# way be distinguished,) would sell the 


180 qrs. at £20 per qr. or £3,600 

'to landlord for rent, being'i 

the value of 144 qrs.- the difference between 36 and I- . , 2,880 

— llSOqrs. J 

36 qrs. 720 

•the value of 36 qrs. to labourers ten in number .... 720 


p. 38 h : “As the colony increases the profits of stock gradually 
diminish. When the most fertile and best situated lands have 
been all occupied, less profit can be made by the cultivation of what 
is inferior both in soil and situation, and less interest can he 
afforded for the stock which is so employed 
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leaTing nothing whatever for profit. 

I have supposed that at this price of £20 the labourers would 
continue to consume three quarters each per annum 


or £60 

And that on the other^ commodities they 
would expend 12 


72 for each labourer. 

And therefore ten labourers would cost £720 jper annum. 

In all these calculations I have been desirous only to elu- 
cidate the principle, and it is scarcely necessary to observe, 
that my whole basis is assumed at random, and merely for 
ife=pjra^e^of exemplification. The results, though diffe- 
rent in oe^^ee, would have been the same in principle, 
however accurately I might have set out dn stating the 
difference in the number of labourers necessary to obtain 
the successive quantities of com required by an increasing 
population, the quantity consumed by the labourer’s family, 
etc., etc. My object has been to simplify the subject, and 
I have therefore made no allowance for the increasing price 
of the other necessaries, besides food of the labourer ; an 
increase which would be the consequence of the increased 
value of the raw materials from which they are made, and 
which would of course further increase wages, and lower 
profits. 

I have already said, that long before this state of prices 
was become permanent, there would be no mcftive for accu- 
mulation ; for no one accumulates hut witli a view to make 
his accumulation productive,' and it is only when so em- 
ployed that it operates on profits. Without a motive there 
could be no accumulation, and consequently such a state of 
prices never could take place. The farmer and manufac-^ 
turer can no more live without profit, than the labourer 
without wages.'- Their motive for accumulation will dimi- 

^ [Cf. p. 99. This statement is questionable. For criticism, W. L. 
tSargent, “Recent Political Economy,” pp. 75-77. A great part 
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nish with every diminution of profit, and will cease alto- 
gether when their profits are so low as not to afford them 
an adequate compensation for their trouble, and the risk 
which they must necessarily encounter in employing their 
capital productively. 

I fliust again observe, that the rate of profits would fall 
much more rapidly than I have estimated in my calcula- 
tion : for the valiie of the produce being what I have stated 
it under the circumstances supposed, the value of the far- 
mer’s stock would be greatly increased from its necessarily 
consisting of many of the commodities which had risen in 
value. Before corn could rise from £4 to £12 his caphaj- 
would probably be doubled in exchangeable v«lp^"and be 
worth i06,OOO instead of c;83,000. If then hi:$profit were 
<58180, or 6 per cent, on his original capital, profits would 
not at that time be really at a higher rate than 3 per cent. ; 
for <£6,000 at 3 per cent, gives <£180 ; and on those terms 
only could a new farmer with <£6,QOO money in his pocket 
enter into the farming business. 

Many trades would derive some advantage, more or less, 

of the wealth of which the capital of the country is composed is 
accumulated with a view to provision for old age, for sickness, or 
out of regard for children or others. For example, the accumula- 
tions of benefit societies, including the capital in savings hanks, 
and calculated at £200,000,000 (^‘Stat. Soc. Journal,” vol. xlviii-, 
part 1, 1885), :giay he reckoned as due to such motives. Kow it 
may be doubted whether the amount of such sa^dngs would be in- 
creased or decreased by a fall in the rate of interest. The people 
who are saving wish to provide for certain necessities. Will they 
cease to cherish this wish because it becomes somewhat harder to 
make the necessary provision ? 

. Unfortunately, as stated elsewhere, Ricardo enters into no dis- 
cussion as to the existence of a necessary rate of interest, hut see 
note to § 45, p. 105, and cf. criticism of Ricardo’s position by 
B5hm-Bawerk, Capital and Interest” (tr.), pp. 87*96.3 

^ [Profit is a vague term, covering such various paymente as 
interest, business profits, wages of superintendence. Ricardo enters 
into no analysis.] 
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from the same source. The brewer, the distiller, the clothier, 
the linen maiinfaetnrer, would be partly compensated 
for the diminution of their profits, by the rise in the 
value of their stock of raw and finished materials; but 
a manufacturer of hardware, of jewellery, and of many 
other commodities, as well as those whose capitals" uni- 
formly consisted of money, would be subject to the whole 
fall in the rate of profits, without any cor^pensation what- 
ever. 

We should also expect that, however the rate^of the profits 
of stock might diminish in consequence of the accumula- 
tion of capital on the land, and the rise of wages, yet that 
me’^§g«¥^gate amount of profits would increase. Thus sup- 
posing that^Hrith repeated accumulations of <^8100,000, the 
rate of profit should fall from 20 to 19, to 18, to 17 per 
cent., ^ constantly diminishing rate, we should expect that 
the whole amount of profits received by those successive 
o-roers of capital woul^ be always pro^essive; that it 
would be greater when the capital was *£200,000 than when 
£100,000 ; still greater when £300,000 ; and so on, increas- 
ing, though at a diminishing rate, with every increase of 
capital. This progression however is only true for a certain 
time : thus 19 per cent, on £200,000 is more than 20 on 
£10Q.,000 ; ag^in 18 per cent, on £300,000 is more than 19 
per cent, on £200,000 ; but after capital has accumulated 
to a large amount, and profits have fallen, the further accu- 
mulation diminishes the aggregate of profits. Thus, sup- 
pose the accumulation should be £1,000,000, and the profits 
7 per cent., the whole amount of profits will be £70,000 ; 
now, if an addition of £100,000 capital be made to the 
million, and profits should fall to 6 per cent., £66,000, or a- 
diminution of £4,000, will he received by the owners of 
stock, although the whole amount of stock will be increased 
from £1,000,000 to £1,100,000. 

§ 45. There can, however, be no accumulation of capital, 
so long as stock yields any profit at all, without its yielding 



ON PROFITS. 


103 


CHAP. VI.] 

not onlj an increase of produce, but an increase of value. ^ 
By employing ,^100,000 additional capital, no part of the 
former capital will be rendered less productive. The pro- 
duce of the land and labour of the country must increase, 
and its value wiil be raised, not onlj by the value of the 
addition which is made to the former quantity of produc- 
tions, but by the new value which is given to the whole 
produce of the land, by the increased difficulty of produc- 
ing the last portion of it. When the accumulation of 
capital, however, becomes very great, notwithstanding this 
increased value, it will be so distributed that a less value 
than before will be appropriated to profits, while that which 
is devoted to rent and wages will be increased. Thus, with 
successive additions of c£l 00,000 to capital, Ftin” a fall in 
the fate of profits, from 20 to 19, to 18, to 17 per cent., etc., 
the productions annually obtained will increase in quantity, 
and be of more than the whole additional value, which the 
additional capital is calculated to produce. From <£20,000 
it will rise to more than £39,005, and then to more than 
£57,000, and when the capital employed is a million, as we 
before supposed, if £100,000 more be added to it, and the 
aggregate of profits is actually lower than before, more 
than £6,000 will nevertheless be added to the revenue 
of the country, but it wiil he to the revenue of 
the landlords and labourers ; they will obtain more than 
the additional produce, and will from their situation be 
enabled to* encroach even on the former gains of the 
capitalist. Thus, suppose the price of corn to be £4 per 
quarter, and that therefore, as we before calculated, of every 
£720 remaining to the farmer after payment of his rent; 
£480 were retained by him, and £240 were paid to his 
labourers; when the price rose to £6 per quarter, he 
would be obliged to pay his labourers £300, and retain 
only £420 for profits : he would be obliged to pay them 


» [§ 122, p. 334, note.] 
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,£300 to enable tbem to consume tbe same quantity of 
necessaries as before, and no more. Now if the capital 
employed were so large as to yield a hundred thousand 
times £720, or £72,000,000, the aggregate of profits would 
be £48,000,000 when wheat was at £4 per quarter ; and if 
by employing a larger capital, 105,000 times £720,were 
obtained when wheat was at £6, or £75,600,000, profits 
would actually fall from £48,000,000 to^£44,100,000, .or 
105,000 times £420, and wages would rise from £24,000,000 
to £31,500,000. Wages would rise because more labourers 
would be employed, in proportion to capital ; and each 
labourer would receive more money wages ; but the condi- 
'•tion of the labourer, as we have already shown, would be 
worse, ii^L^'^ch as he would be able to command a less 
quantity of tJie produce of the country. The only real 
gainers would be the landlords ; they would receive higher 
rents, first, because pz’oduce would be of a higher value, 
and secondly, because they would have a greatly increased 
proportion of that proditee. 

Although a greater value is produced, a greater propor- 
tion of what remains of that value, after paying rent, is 
consumed by the producers, and it is this, and this alone, 
which regulates profits. Whilst the land yields abundantly, 
wages may temporarily rise, and the producers may con- 
sume more than their accustomed proportion; but the 
stimulus which will thus be given to population, will 
speedily reduce the labourers to their usual consumption. 
But when poor lands are taken into cultivation, or when 
more capital and labour are expended on the old land, with 

less return of produce, the effect must be permanent. A 
greater proportion of that part of the produce which re- 
mains to be divided, after paying rent, between the owners 
of stock and the labourers, will be apportioned to the latter. 
Each man may, and probably will, have a less absolute 
quantity ; but as more labourers are employed in propor- 
tion to the whole produce retained by the farmer, the value 
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of a greater proportion of the whole produce will be ab- 
sorbed by wages, •and consequently the value of a smaller 
proportion will be devoted to profits. This will necessarily 
be rendered permanent by the laws of nature, which have 
limited the productive powers of the land. 

Thus we again arrive at the same conclusion, which we 
have before attempted to establish : — that in all countries, 
and all times, profits depend on the quantity of labour re- 
quisite to provide necessaries for the labourers, on that 
land or with that capital which yields no rent.^ The effects 
then of accumulation will be different in different coun- 
tries, and will depend chiefly on the fertility of the land. 
However extensive a country may be where tb^and is of 
a poor quality, and where the importation of €ood is pro- 
hibited, the most moderate accumulations of capital will be 


^ [It is no doubt perfectly true that, in Ricardian phrase, profits 
depend on the amount of value produced which has to be given up 
to wages. But if the value of commodities w^ere determined by 
the amount of labour embodied in each, the price would conform 
strictly to this value. As Ricardo himself state.s, this is modified 
by the introduction of capital. The profits of capital constitute, as 
it were, the difference between the price and the part of the price 
paid in remuneration of labour. This excess of the price above the 
part, though alway.s liable to be increased or decreased by a 
decrease or increase in that part, must he dependent on something 
else ; for if it were not .so, why should there he such an excess ? 
or, in other words, why should not wages absorb the w^hole ? There 
is, therefore, % assumption some necessary standard of profit 
without which capital will cease to be put into active employment. 
In other words, a certain rate of inducement is offered in order to 
persuade people to invest and to save. This rate itself is liable to 
alteration according to the habits of the time. In a letter to 
Malthus (“ Letters of Ricardo to Malthus,” pp. 188, 189, 21 July, 
1821), Ricardo takes note of the hypothetical case in which saving 
might become so universal as to allow of no profit arising from the 
employment of capital. This would, he thinks, be remedied by an 
increase of labourers ; but if not, he remarks, ‘‘all that fund which 
should, and in ordinary cases does, constitute profit, goes to wages, 
and immoderately swells that fund which is destined to the support 
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attended witli great reductions in tlie rate of profit, and a 
rapid rise in rent ; and on the contrary £ small hut feii;ile 
country, particularly if it freely permits the importation of 
food, may accumulate a large stock of capital without any 
gi*eat diminution it^ the rate of profits, or any great in- 
crease in the rent of land. In the Chapter on Wag^s, we 
have endeavoured to show that the money price of commo- 
dities would not be raised by a rise of wages, either on the 
supposition that gold, the standard of money, was the pro- 
duce of this counti’y, or that it was imported from abroad.^ 
But if it were otherwise, if the prices of commodities were 
permanently raised by high wages, the proposition would 
not be less true, which asserts that high wages invariably 
affect tlie^iployers of labour, by depriving them of a por- 
tion of their real profits. Supposing the hfftter, the hosier, 
and the shoemaker, each paid =£10 more wages in the manu- 
facture of a particular quantity of their commodities, and 
that the price of hats, stockings, and shoes, rose by a sum 
sufficient to repay the manufacturer the oBlO ; their situa- 
tion would be no better than if no such rise took place. If 
the hosier sold his stockings for o011O instead of <£100, his 
profits would be precisely the same money amount as be- 
fore ; but as he would obtain in exchange for this equal 
sum, one tenth less of hats, shoes, and every other commo- 
dity, and as he could with his former amount of savings 
employ fewer labourers at the increased wa^es; and pur- 
chase fewer raw materials at the increased prices, he would 
be in no better situation than if his money profits had been 

of labour.’^ He continues : ‘‘I do not think stagnation is a proper 
term to apply to a state of things in which for a time there is no 
motive to a further increase of production. When in the course of 
things profits shall be so low, from a great accumulation of capital 
and a want of means of providing food for an increasing population, 
all motive for further savings will cease ; but there will be no stag- 
nation j all that is produced will be at its fair relative price, and 
will be freely exchanged.”] 
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really diminislied in amount, and every tiling had remained 
at its former pric^. Thus then I have endeavoured to show, 
first, that a rise of wages would not raise the price of com- 
modities/ but would invariably lower profits ; and secondly, 
that if the prices of all commodities could be raised, still 
the e^ect on profits would be the same ; and that in fact 
the value of the medium only in which prices and profits 
are estimated would be lowered. 

’ [From § 18 we see that there will be an alteration in prices, 
since the proportion of labour to capital will be different in different 
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§ 46. 

T\JO extension of foreign trade will immediately in- 
^ ^ crease the amount of value in a country, although 
it will ve^ powerfully contribute to increase the mass of 
commoditmSf^ and therefore the sum of enjoyments.^ As 
the value of all foreign goods is measured by the quantity 
of the produce of our land and labour, which is given in 
exchange for them, we should have no greater value, if by 
the discovery of new markets, we obtained double the quan- 
tity of foreign goods in exchange for a given quantity of 
ours. If by the purchase of English goods to the amount 
of 000, a merchant can obtain a quantity of foreign goods, 
which he can sell in the English market for o81,200, he will 
obtain 20 per cent, profit by such an employment of his 
capital ; but neither his gains, nor the value of the com- 
modities imported, will be increased or diminished by the 
greater or smaller quantity of foreign goo^s obtained. 
Whether, for example, he imports twenty-five or fifty pipes 
of wine, his interest can be no way affected, if at one time 
the twenty-five pipes, and at another the fifty pipes, equally 
sell for ^1,200. In either case his profit will be limited to 
d6200, or 20 per cent, on his capital; and in either case the 
same value will be imported into England. If the fifty 
pipes sold for more than «£1,200, the profits of this indi- 
vidual merchant would exceed the general rate of profits, 

* [To fully understand this distinction, cf. chap, xx.] 
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and capital would naturally flow into this advantageous 
trade, till the fall of the price of wine had brought every 
thing to the former level. 

It has indeed been contended, that the great profits which 
are sometimes made by particular ij^erchants in foreign 
tradei will elevate the general rate of profits ^ in the country, 
and that the abstraction of capital from other employments, 
to partake of the jnew and beneficial foreign commerce, will 
raise prices generally, and thereby increase profits. It has 
been said, by high authority, that less capital being neces- 
sarily devoted to the growth ot corn, to the manufacture of 
cloth, hats, shoes, etc., while the demand continues the 
same, the price of these commodities will be go increased, 
that the farmer, hatter, clothier, and shoemaker, will have 
an increase of l>rofits, as well as the foreign merchant.^ 

They who hold this argument agree with me, that the 
profits of different employments have a tendency to con- 
form to one another; to advance and recede together. Our 
variance consists in this : They contend, that the equality 
of profits will be brought about by the general rise of pro- 
fits ; and I am of opinion, that the profits of the favoured 
trade will speedily subside to the general level. 

For, first, I deny that less capital will necessarily be de- 
voted to the growth of corn, to the manufacture of cloth, 
hats, shoes, etc., unless the demand for these commodities 
be diminished ; and if so, their price will not rise. In the 
purchase of foreign commodities, either the same, a larger, 
or a less portion of the produce of the land and labour of 
England will be employed. If the same portion be so em- 
ployed, then will the same demand exist for cloth, shoes, 
corn, and hats, as before, and the same portion of capital 
*will be devoted to their production. If, in consequence of 

^ [In this passage and those which follow Eicardo is using the 
term rate of profits” in the technical sense of a proportion. This 
will he seen clearly a few pages further on.] 

* See Adam Smith, book i., chap. ix. [p. 39 a]. 
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the price of foreiga commodities being cheaper, a less por- 
tion of the annual produce of the land and labour of England 
is employed in the purchase of foreign commodities, more 
will remain for the purchase of other things. If there he 
a greater demand f<?r hats, shoes, corn, etc., than before, 
which there may be, the consumers of foreign cotnmo- 
dities having an additional portion of their revenue dispos- 
able, the capital is also disposable with which the greater 
value of foreign commodities was before purchased; so that 
with the increased demand for corn, shoes, etc., there exists 
also the means of procuring an increased supply, and there- 
fore neither prices nor profits can permanently rise. If more 
of the prq^^e of the land and labour of England be em- 
ployed in tne purchase of foreign commodities, less can be 
employed in the purchase of other things, and therefore 
fewer hats, shoes, etc., will be required. At the same time 
that capital is liberated from the production of shoes, hats, 
etc., more must be emph;)yed in manufacturing those com- 
modities with which foreign commodities are purchased ; 
and consequently in all cases the demand for foreign and 
home commodities together, as far as regards value, is 
limited by the revenue and capital of the country. If one 
increases, the other must diminish. If the quantity of wine, 
imported in exchange for the same quantity of English com- 
modities, be doubled, the people of England can either con- 
sume double the quantity of wine that they <iid before, or 
the same quantity of wine and a greater quantity of English 
commodities. If my revenue had been ^1,000, with which 
I purchased annually one pipe of wine for ,>0100 and a cer- 
tain quantity of English commodities for ^900; when wine 
fell to .£50 per pipe, I might lay out the £>60 saved, either - 
in the purchase of au additional pipe of wine, or in the pur- 
chase of more English commodities. If I bought more wine, 
andevery wine-drinker did the same, the foreign trade would 
not be in the least disturbed; the same quantity of English 
commodities would be exported in exchange for wine, and 
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we slioTild receive double tlie quantity, tliougli not double 
tlie value of wine. But if I, and otbers, contented our- 
selves with the same quantity of wine as before, fewer 
English commodities would be exported, and the wine- 
drinkers might either consume the#commodities which 
were Before exported, or any others for which they had an 
inclination. The capital required for their production 
would be suppli<wi by the capital liberated from the 
foreign trade. 

There are two ways in which capital may be accumu- 
mulated: it may be saved either in consequence of 
increased revenue, or of diminished consumption. If my 
pi'ohts are raised from ^1,000 to ^1,200, while my expendi- 
ture continues the same, I accumulate annually d6200 more 
than I did before. If I save .£200 out of my expenditure, 
while my profits continue the same, the same effect will be 
produced ; £200 per annum will be added to my capital. 
The merchant who imported wine, after profits had been 
raised from 20 per cent, to 40 per cent., instead of pur- 
chasing his English goods for £1,000, must purchase them 
for £857 25, lOd., still selling the wine which he imports 
in return for those goods for £1,200 ; or, if he continued 
to purchase his English goods for £1,000, must raise the 
price of Ms wine to £1,400; he would thus obtain 40 
instead of 20 per cent, profit on his capital ; but if, in con- 
sequence of ijie cheapness of all the commodities on which 
his revenue was expended, he and all other consumers 
could save the value of £200 out of every £1,000 they 
before expended, they would more effectually add to the 
real wealth of the country ; in one case, the savings would 
•be made in consequence of an increase of revenue, in the 
other, in consequence of diminished expenditure. 

If, by the introduction of machinery, the generality of 
the commodities on which revenue was expended fell 20 
per cent, in value, I should be enabled to save as effectu- 
ally as if my revenue had been raised 20 per cent. ; but in 
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one case the rate of profits is stationary, in the other it is 
raised 20 per cent.—If, by the introduction of cheap 
foreign goods, I can save 20 per cent, from my expenditure, 
the effect will be precisely the same as if machinery had 
lowered the expense of their production, but profits would 
not be raised. 

It is not, therefore, in consequence of the extension of 
the market that the rate of profit is raised, although such 
extension may be equally efficacious in increasing the mass 
of commodities, and may thereby enable us to augment 
the funds destined for the maintenance of labour, and the 
materials on which labour may be employed. It is quite 
as important to the happiness of mankind, that our enjoy- 
ments should be increased by the better distribution of 
labour, by each country producing those commodities for 
which by its situation, its climate, and its other natural or 
artificial advantages, it is adapted, and by their exchang- 
ing them for the commodities of other countries, as that 
they should be augmenfed by a rise in the rate of profits. 

It has been my endeavour to show throughout this work,, 
that the rate of profits can never be increased but by a fall 
in wages, and that there can be no permanent fall of wages ' 
but in consequence of a fall of the necessaries on which 
wages are expended. If, therefore, by the extension of 
foreign trade, or by improvements in machinery, the food 
and necessaries of the labourer can be brought to market, 
at a reduced price, profits will rise. If, instead of growing 
our own corn, or manufacturing the clothing and other 
necessaries of the labourer, we discover a new market from 
which we can supply ourselves with these commodities at a 
cheaper price,^ wages will fall and profits rise ; but if the ^ 
commodities obtained at a cheaper rate, by the extension 
of foreign commerce, or by the improvement of machinery, 
be exclusively the commodities consumed by the lich, no 


^ [ie. at a smaller expenditure of labour, etc.] 
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alteration will take place in tke rate of profits. Tlie rate 
of wages would not be affected, althongk wine, velvets, 
•silks, and otker expensive commodities should fall 50 per 
cent., and consequently profits would continue unaltered. 

Foreign trade, then, though higl^^j beneficial to a 
countrj, as it increases the amount and variety of the 
objects on which revenue may be expended, and affords, 
by the abundance and cheapness of commodities, incentives 
to saving, and to l;he accumulation of capital, has no ten- 
dency to raise the profits of stock, unless the commodities 
imported be of that description on which the wages of 
labour are expended. 

The remarks which have been made respecting foreign 
trade, apply equally to home trade. The rate of profits is 
never increased by a better distribution of labour, by the 
invention of machinery, by the establishment of roads and 
canals, or by any means of abridging labour either in the 
manufacture or in the conveyance of goods. These are 
causes which operate on price, andliever fail to be highly 
beneficial to consumers ; since they enable them vrith the 
same labour, or with the value of the produce of the same 
labour, to obtain in exchange a greater quantity of the 
commodity to which the improvement is applied ; but they 
have no effect whatever on profit. On the other hand, 
every diminution in the wages of labour raises profits, but 
produces no effect on the price of commodities. One is 
advantageous io all classes, for all classes are consumers ; 
the other is beneficial only to producers ; they gain more, 
but every thing remains at its former price. In the first 
case they get the same as before ; but every thing on which 
their gains are expended, is dinihiished in exchangeable 
value. 

§ 47. The same rule which regulates the relative value 
of commodities in one country, does not regulate the rela- 
tive value of the commodities exchanged between two or 
more countries. 


I 
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Under a system of perfectly free commerce, eacli country 
naturally devotes its capital and lal)oflr to such employ- 
ments as are most beneficial to each. This pursuit of indi- 
vidual advantage is admirably connected with the universal 
good of the whole. By stimulating industry, by rewarding 
ingenuity, and by using most efficaciously the peculiai 
powers bestowed by nature, it distributes labour most 
effectively and most economically: while, by increasing 
the general mass of productions, it diffuses general benefit, 
and binds together by one common tie of interest and 
intercourse, the universal society of nations throughout the 
civilized world. It is this principle which determines that 
wine shal^ be made in France and Portugal, that corn 
shall be grown in America and Poland, and that hardware 
and other goods shall be manufactured iif England. 

In one and the same country, profits are, generally 
speaking, always on the same level ; or differ only as the 
employment of capit^ may be more or less secure and 
agreeable. It is not so between different countries. If 
the profits of capital employed in Yorkshire, should exceed 
those of capital employed in London, capital would speedily 
move from London to Yorkshire, and an equality of profits 
would be effected ; ^ but if in consequence of the diminished 
rate of production in the lands of England, from the 
increase of capital and population, wages should rise, and 
- profits fall, it would not follow that capital and popula- 
tion would necessarily move from Englan<f to Holland, or 
Spain, or Eussia, where profits might be higher. 

* [This no doubt is much more true of the present than of 
Ricardo’s time. “ There has been no period in industrial history 
when extensive and rapid transfers of capital and credit froTn 
one nation to another could be performed so easily and so quickly 
as in the present day.” — Neumann Spallart, “ Uebersichten der 
Weltwirthschaft,” 1887, p. 4. Cf. Bagehot, “ Postulates of Engl. 
Political Economy,” pp. 106-114 ; Goschen, ‘‘ Foreign Exchanges,” 
PP. m%i 
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If Portugal had no cominercial connection with other 
countries, instead of employing a great part of her capital 
and industry in the production of wines, with which she 
purchases for her own use the cloth and hardware of other 
countries, she would be obliged to devote a part of that 
capital to the manufacture of those commodities, which she 
would thus obtain probably inferior in quality as well as 
quantity. 

The quantity of wine which she shall give in exchange 
for the cloth of England, is not determined by the respec- 
tive quantities of labour devoted to the production of each, 
as it would he, if both commodities were manufactured in 
England, or both in Portugal 

England may be so circumstanced, that to produce the 
cloth may require the labour of 100 men for one year; 
and if she attempted to make the wine, it might require 
the labour of 120 men for the same time. England would 
therefore find it her interest to in^>ort wine, and to pur- 
chase it by the exportation of cloth. 

To produce the wine in Portugal, might require only 
the labour of 80 men for one year, and to produce the 
cloth in the same country, might require the labour of 90 
men for the same time. It would therefore be ad.van- 
tageous for her to export wine in exchange for cloth. This 
exchange might even take place, notwithstanding that the 
commodity imported by Portugal could be produced there 
with less labour than in England. Though she could 
make the cloth with the labour of 90 men, she would 
import it from a country where it required the labour of 
100 men to produce it, because it would be advantageous 
tp her rather to employ her capital in the production of 
wine, for which she would obtain more cloth from Eng- 
land, than she could produce by diverting a portion of her 
capital from the cultivation of vines to the manufacture of 
cloth. 

Thus England would give the produce of the labour of 
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100 men, for tlie produce of the labour of 80. Such an 
exchange could not take place between the individuals of 
the same country. The labour of 100 Englishmen cannot 
be givea for that of 80 Englishmen, but the produce of 
the labour of 100 rEnglishmen may be given for the pro- 
duce of the labour of 80 Portuguese, 60 Eussians,*or 120 
East Indians. The difference in this respect, between a 
single country and many, is easily accounted for, by con- 
sidering the dilHculty with which capital moves from one 
country to another, to seek a more profitable employment, 
and the activity with which it invariably passes from one 
province to another in the same country.^ 

It woul^ undoubtedly be advantageous to the capitalists 
of England, and to the consumers in both countries, that 
under such circumstances, the wine and"* the cloth should 
both be made in Portugal, and therefore that the capital and 
labour of England employed in making cloth, should be 
removed to Portugal ^or that purpose. In that case, the 
relative value of these commodities would be regulated 

^ It will appear then, that a country possessing very considerable 
advantages in machinery and skill, and which may therefore be 
enabled to manufacture commodities with much less labour than 
her neighbours, may, in return for such commodities, import a por- 
tion of the corn required for its consumption, even if its land were 
more fertile, and corn could be groTO with less labour than in the 
country from which it was imported. Two men can both make 
shoes and hats, and one is superior to the othef in both employ- 
ments ; but in making hats, he can only exceed Ms competitor by 
one-fifth or 20 per cent. , and in making shoes he can excel Mm by 
one-tliird or S3 per cent. will it not be for the interest of both, 
that the superior man should employ himself exclusively in making 
shoes, and the inferior man in making hats ? 

[Professor Bastahle’s criticism on this passage is of much value 
{“ Theory of International Trade,”- pp. 14, 15), hut I would point 
out that even he, in speaking (1. 20) of one man as being “ more 
expert in producing shoes than hats,” forgets that he is comparing 
Mm with producers in general and not with the man who is the 
other party to the exchange.] 
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by tbe same principle, as if one were tlie produce of Yorb- 
sliire, and tlie otber of London : and in every other case, if 
capital freely flowed towards those countries where it 
could be most profitably employed, there could be no 
difference in the rate of profit, and noother difference in 
the reai or labour price of commodities, than the additional 
quantity of labour required to convey them to the various 
markets where they were to be sold. 

Experience, however, shows, that the fancied or real 
insecurity of capital, when not under the immediate 
control of its owner, together with the natural disinclina- 
tion which every man has to quit the country of his ]>irtli 
and connections, and entrust himself, with alhhis habits 
fixed, to a strange government and new laws, check the 
emigration of capital.' These feelings, which I should be 
sorry to see weakened, induce most men of property to be 
satisfied with a low rate of profits in their own country, 
rather than seek a more advantageous employment for 
their wealth in foreign nations. 

§ 48. G-old and silver having been chosen for the 
general medium of circulation, they are, by the competi- 
tion of commerce, distributed in such proportions amongst 
the different countries of the world, as to accommodate 
themselves to the natural trafdc which would take place if 
no such metals existed, and the trade between countries 
were purely a trade of barter. 

Thus, cloth cannot be imported into Portugal, unless it 
sell there for more gold than it cost in the country from 
which it was imported ; and wine cannot be imported into 
England, unless it will sell for more there than it cost in 

' [Bastahle, ‘‘Theory of Int. Trade,” cliap.i.; Laughlin’s “Mill,” 
p. 379. It is probable that the chief obstacle to such migration of 
capital is the insecurity, whether real or fancied, of foreign invest- 
ments. Buell an insecurity exists, but the extent to which it is 
realized varies very much, being felt much less now than in 
liicardo’s time.] 



118 


POLITICAL ECONOMY. 


[chap. VII. 


Portugal. If tlie trade were purely a trade of barter, it 
could only continue whilst England could make cloth so 
clieap as to obtain a greater quantity of wine with a given 
quantity of labour, by manufacturing cloth than by grow- 
ing vines ; and alsC whilst the industry of Portugal were 
attended by the reverse efects. Now suppose En^and to 
discover a process lor making wine, so that it should be- 
come her interest rather to grow it than import it ; she 
would naturally divert a portion of her capital from the 
foreign trade to the home trade; she would cease to 
manufacture cloth for exportation, and would grow wine 
for herself. The money price of these commodities would 
be regulat^^d accordingly ; wine would fall here while cloth 
continued at its former price, and in Portugal no altera- 
tion would take place in the price of either commodity. 
Cloth would continue for some time to be exported from 
this country, because its price would continue to be higher 
in Portugal than hero*; but money instead of wine would 
be given in exchange for it, till the accumulation of money 
here, and its diminution abroad, should so operate on the 
relative value of cloth in the two countries, that it would 
cease to be profitable to export it. If the improvement in 
making wine were of a very important descidption, it 
might become profitable for the two countries to exchange 
employments; for England to make all the wine, and 
Portugal all the cloth consumed by them ^^but this could 
be effected only by a new distribution of the precious 
metals, which should raise the price of cloth in England, 
and lower it in Portugal. The relative price of wine 
would fall in England in consequence of the real ad- 
vantage from the improvement of its manufacture ; that 
is to say, its natural price would fall ; the relative price of 
cloth would rise there from the accumulation of money. 

Thus, suppose before the improvement in making wine 
in England, the price of wine here were <£50 per pipe, and 
the price of a certain quantity of cloth were <£45, whilst in 
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Portugal tlie price of tlie same quantity of wine was o645, 
and that of the Same quantity of cloth ^50, wine would 
be exported from Portugal with a profit of £5 and cloth 
from England with a profit of the same amount. 

§ 49. Suppose that, after the impjovement, wine falls 
to 0045 in England, the cloth continuing at the same 
price. Every transaction in commerce is an independent 
transaction. Whilst a merchant can buy cloth in England 
for £45 and sell it with the usual profit in Portugal, he 
will continue to export it from England. His business is 
simply to purchase English cloth, and to pay for it by a 
bill of exchange, which he purchases with Portuguese 
money. It is to him of no importance what becomes of 
this money : he has discharged his debt by the remittance 
of the bill. Hfe transaction is undoubtedly regulated by 
the terms on which he can obtain this bill, but they are 
known to him at the time ; and the causes which may 
influence the market price of bills, or the rate of exchange, 
is no consideration of his. 

If the markets be favourable for the exportation of wine 
from Portugal to England, the exporter of the wine will 
be a seller of a bill, which will be purchased either by the 
importer of the cloth, or by the person who sold him his 
bill; and thus without the necessity of money passing 
from either country, the exporters in each country will be 
paid for their goods. Without having any direct transac- 
tion with eacli other, the money paid in Portugal by the 
importer of cloth will be paid to the Portuguese exporter 
of wine ; and in England by the negotiation of the same 
bill, the exporter of the cloth will be authorized to receive 
its value from the importer of wine. 

But if the prices of wine were such that no wine could 
be exported to England, the importer of cloth would 
equally purchase a bill ; but the price of that bill would 
be higher, from the knowledge which the seller of it 
would possess, that there was no counter bill in the market 
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by wliicli lie could ultimately settle tbe transactions be- 
tween the two countries ; be might kno'w that the gold or 
silver money which he received in exchange for his bill, 
must be actually exported to his correspondent in England, 
to enable him to p^y the demand which he had authorized 
to be made upon him, and he might therefore charge in the 
price of his bill all the expenses to be incurred, together 
with his fair and usual profit. ^ 

If then this premium for a bill on England should be 
equal to the profit on importing cloth, the importation 
would of course cease ; but if the premium on the bill 
were only 2 per cent., if to be enabled to pay a debt in 
England of «£100, ^0102 should be paid in Portugal, whilst 
cloth which cost ^45 would sell for £60, cloth would be 
imported, bills would be bought, and nSoney would be 
exported, till the diminution of money in Portugal, and 
its accumulation in England, had produced such a state 
of prices as would make it no longer profitable to continue 
these transactions. 

But the diminution of money in one country, and its 
increase in another, do not operate on the price of one 
commodity only, but on the prices of all, and therefore the 
price of wine and cloth will be both raised in England, 
and both lowered in Portugal. The price of cloth, from 
being £4i5 in one country and *£50 in the other, would 
probably fall to *£49 or £48 in Portugal, and rise to £46 
or £47 in England, and not afford a suf&cieS-t profit after 
paying a premium for a bill to induce any merchant to 
import that commodity. 

It is thus that the money of each country is apportioned 
to it in such quantities only as may be necessary to regu-, 
late a profitable trade of barter. England exported cloth 
in exchange for wine, because, by so doing, her industry 
was rendered more productive to her ; she had more cloth 
and wine than if she had manufactured both for herself ; 
and Portugal imported cloth and exported wine, because 
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the industry of Portugal could be more beneficially em- 
ployed for botb countries in producing wine. 

§ 50. Let there be more difficulty in England in pro- 
ducing clotli, or in Portugal in producing wine, or let 
there be more facility in England ii% producing wine, or 
in Pcn-tugal in producing cloth, and the trade must im- 
mediately cease. 

ISTo change whoever takes place in the circumstances of 
Portugal ; but England finds that she can employ her 
labour more productively in the manufacture of wine, and 
instantly the trade of barter between the two countries 
changes. Not only is the exportation of wine from 
Portugal stopped, but a new distribution of precious 
metals takes place, and her importation of cloth is also 
prevented. 

Both countries would probably find it their interest to 
make their own wine and their own cloth; but this 
singular result would take place : in England, though wine 
would he cheaper, cloth would be elevated in price, more 
would be paid for it by the consumer ; while in Portugal 
the consumers, both of cloth and of wine, would be able 
to purchase those commodities cheaper. In the country 
where the improvement was made, prices would be en- 
hanced; in that where no change had taken place, but 
where they had been deprived of a profitable branch of 
foreign trade^ prices would fall.^ 

* [The change described will be brought about in some such way 
as this : England will cease to import wine, since by assumption 
she can produce it more cheaply. On the other hand, Portugal 
will continue to import cloth, and, as Ricardo suggests in the fore- 
•going paragraph, must pay for it by hills to meet which specie 
must be sent to England. Gradually the quantity of money in 
England increases and that in Portugal falls, till at length the 
price of cloth in England is such and in Portugal such that it is no 
longer cheaper for the latter country to import. Thus in England 
a rise in general prices will be brought about by the increase of the 
stock of money in that country.] 
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This, however, is only a seeming advantage to Fortngah 
for the quantity of cloth and wine together produced in 
that country would be diminished, while the quantity 
produced in England would be increased. Money would 
in some degree Jiave changed its value in the two 
countries ; it would be lowered in England and raised in 
Portugal. Estimated in money, the whole revenue of 
Portugal would be diminished; estinj^ted in the same 
medium, the whole revenue of England would be in- 
creased. 

Thus then it appears, that the improvement of a manu- 
facture in any country tends to alter the distribution of 
the precious metals amongst the nations of the world : it 
tends to increase the quantity of commodities, at the same 
time that it raises general prices in the country where the 
improvement takes place. 

§ 51. To simplify the question, I have been supposing 
the trade between two countries to be confined to two 
commodities — ^to wine and cloth ; but it is well known 
that many and various articles enter into the list of 
exports and imports. By the abstraction of money from 
one country, and the accumulation of it in another, all 
commodities are aJBEected in price, and consequently en- 
couragement is given to the exportation of many more 
commodities besides money, which will therefore prevent 
so great an effect from taking place on the value of money 
in the two countries as might otherwise be expected. 

Beside the improvements in arts and machinery, there 
are various other causes which are constantly operating on 
the na^tural course of trade, and which interfere with the 
equilibrium, and the relative value of money. Bounties^ 
on exportation or importation, new taxes on commodities, 
sometimes by their direct, and at other times by their 
indirect operation, disturb the natural trade of barter, and 
produce a consequent necessity of importing or exporting 
money, in order that prices may be accommodated to the 
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natural course of commerce ; and this effect is produced 
not only in the c&untry where the disturbing cause takes 
place, but, in a greater or less degree, in every country of 
the commercial world. 

This will in some measure account for the different value 
of money in different countries ; it will explain to ns why 
the prices of home commodities, and those of great bulk, 
though of comparatively small value, are, independently of 
other causes, higher in those countries where manufactures 
flourish. Of two countries having precisely the same 
population, and the same quantity of land of equal 
fertility in cultivation, with the same knowledge too of 
agriculture, the prices of raw produce will be highest in 
that where the greater skill, and the better machinery is 
used in the msCnufacture of exportable commodities. The 
rate of profits will probably differ but little ; for wages, 
or the real reward of the labourer, may be the same in 
both ; but those wages, as well as raw produce, will be 
rated higher in money in that country, into which, from 
the advantages attending their skill and machinery, an 
abundance of money is imported in exchange for their goods. 

Of these two countries, if one had the advantage in the 
manufacture of goods of one quaHty, and the other in the 
manufacture of goods of another quality, there would be 
no decided influx of the precious metals into either ; hut 
if the advantage very heavily preponderated in favour of 
either, that effect would be inevitable. 

In the former part of this work, we have assumed, for 
the purpose of argument, that money always continued of 
the same value ; we are now endeavouring to show that 
besides the ordinary variations in the value of money, and 
those which are common to the whole commercial world, 
there are also partial variations to which money is subject 
in particular countries ; and to ^ fact, that the value of 

^ [’in. McCulloch’s emendation “to the fact’* seems wholly 
unwarrantable.] 
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money is never tlie same in any two countries, depending 
as it does on relative taxation, on manufacturing slfill, on 
tlie advantages of climate, natural productions, and many 
other causes. 

§ 52. Although, h;pwever, money is subject to such per- 
petual variations, and consequently the prices of the«eom- 
modities which are common to most countries, are also sub- 
ject to considerable difference, yet no effec^will be produced 
on the rate of profits, either from the influx or ef3.ux of 
money. Capital will not be increased, because the circu- 
lating medium is augmented. If the rent paid by the farmer 
to his landlord, and the wages to his labourers, be 20 per 
cent, higher in one country than another, and if at the same 
time the nominal value of the farmer’s capital be 20 per 
cenl more, he will receive precisely the same'^rate of profits, 
although he should sell his raw produce 20 per cent, 
higher. 

Frofits^ it cannot be too often repeated, depend on wages ; 
not on nominal, but real wages ; not on the number of pounds 
that may be annually paid to the labourer, but on the number 
of day s^ work, necessary to obtain those pounds} Wages may 
therefore be precisely the same in two countries ; they may 
bear too the same proportion to rent, and to the whole pro- 
duce obtained from the land, although in one of those coun- 
tries the labourer should receive ten shillings per week, and 
in the other twelve. 

In the early stages of society, when manufactures have 
made little progress, and the produce of all countries is 
nearly similar, consisting of the bulky and most useful com- 
modities, the value of money in different countries will be 
chiefly regulated by their distance from the mines which 
supply the precious metals ; but as the arts and improve- 

[Editor’s italics. This is one of the most concise statements of 
the relations between profits and wages in the entire work. Cf. 
§ 45 .] 
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ments of society advance, and different nations excel in 
particnlar mannflictnres, although distance will still enter 
into the calculation, the value of the precious metals will 
he chiefly regulated hy the superiority of those manufac- 
tures. 

Suppose all nations to produce corn, cattle, and coarse 
clothing only, and that it was by the exportation of such 
commodities that gold could be obtained from the coun- 
tries which produced them, or from those who held them 
in subjection; gold would naturally be of greater exchange- 
able value in Poland than in England, on account of the 
greater expense of sending such a bulky commodity as corn 
ihe more distant voyage, and also the greater ex;gense attend- 
ing the conveying of gold to Poland. 

This difference in the value of gold, or which is the same 
thing, this difference in the price of com in the two coun- 
tries, would exist, although the facilities of producing corn 
m England should far exceed those of Poland, from the 
greater fertility of the land, and tlfe superiority in the skill 
and implements of the labourer. 

If however Poland should be the first to improve her 
manufactures, if she should succeed in making a com- 
modity which was generally desirable, including great value 
in little bulk, or if she should be exclusively Messed with 
some natural production, generally desirable, and not pos- 
sessed by other countries, she would obtain an additional 
quantity of %old in exchange for this commodity, which 
would operate on the price of her com, cattle, and coarse 
clothing. The disadvantage of distance would probably be 
more than compensated by the advantage of having an ex- 
portable commodity of great value, and money would be 
permanently of lower value in Poland than in England. 
If, on the contrary, the advantage of skill and machinery 
were possessed by England, another reason would be added 
to that which before existed, why gold should be less valu- 
able in England than in Poland, and why corn, cattle, and 
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clothing, should be at a higher price in the former 
country. 

These ^ I believe to be the only two causes which regu- 
late the comparative value of money in the diferent coun- 
tries of the world ; |or although taxation occasions a dis- 
turbance of the equilibrium of money, it does so by depriving 
the country in which it is imposed of some of the advantages 
attending skill, industry, and climate. 

It has been my endeavour carefully to distinguish between 
a low value of money, and a high value of corn, or any other 
commodity with which money may be compared. These 
have been generally considered as meaning the same thing ; 
but it is evident, that when com rises from five to ten shil- 
lings a bushel, it maybe owing either to a fall in the value 
of money, or to a rise in the value of corn. Thus we have 
seen, that from the necessity of having recourse successively 
to land of a worse and worse quality, in order to feed an 
increasing population, corn must rise in relative value to 
other things. If therefore money continue permanently of 
the same value, com will exchange for more of such money, 
that is to say, it wih rise in price. The same rise in the 
price of corn vnll be produced by such improvement of 
machinery in manufactures, as shall enable us to manufac- 
ture commodities with peculiar advantages : for the influx 
of money will be the consequence ; it will fall in value, and 
therefore exchange for less corn. But the effects resulting 
from a high price of com when produced by the rise in the 
value of com, and when caused by a fall in the value of 

* [Distance from mines and industrial position, hut “ To he quite 
accurate .... we must say — ^the countries whose exportable pro- 
ductions are most in demand abroad, and contain greatest value in 
smallest bulk, which are nearest to the mines, and which have least 
demand for foreign productions, are those in which money will be 
of lowest value, or, in other words, in which prices will habitually 
range the highest.”— Mill, Principles,” book iii, c. xix., §2, 
p 368.] 
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money, are totally dilKerent. In botli cases the money price 
of wages will rise, •but if it be in consequence of the fall in 
tlie value of money, not only wages and corn, but all other 
commodities will rise. If the manufacturer has more to 
pay for wages, he wiU receive more for his manufactured 
goods,.and the rate of profits will rem^n unafiected. But 
when the rise in the price of corn is the efiect of the diffi- 
culty of production, profits will fall ; for the manufacturer 
will be obliged to pay more wages, and will not be enabled 
to remunerate himself by raising the price of his manu- 
factured commodity. 

§ 53. Any improvement in the facility of working the 
mines, by which the precious metals may be produced with 
a less quantity of labour, will sink tbe value of money 
generally. It will then exchange for fewer commodities 
in all countries ; but when any particular country excels 
in manufactures, so as to occasion an influx of money 
towards it, the value of money will be lower, and the prices 
of corn and labour will be relatively higher in that country, 
than in any other. 

This higher value of money will not be indicated by the 
exchange; bills may continue to be negotiated at par, 
although the prices of com and labour should be 10, 20, or 
30 per cent, higher in one country than another. Under 
the circumstances supposed, such a difference of prices is 
the natural order of things, and the exchange can only be 
at par, when % sufficient quantity of money is introduced 
into the country excelling in manufactures, so as to raise 
the price of its com and labour. If foreign countries 
should prohibit the exportation of money, and could suc- 
cessfully enforce obedience to such a law, they might in- 
*deed prevent the rise in the prices of the com and labour 
of the manufacturing country ; for such rise can only take 
place after the influx of the precious metals, supposing 
paper money not to bo used ; but they couM not prevent 
the exchange from being very unfavourable to them. If 
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England were tlie manufactnring comiitry, and it were pos- 
sible to prevent tbe importation of money, tbe exchange 
with Prance, Holland, and Spain, might be 5, 10, or 20 per 
cent, against those countries. 

Whenever the current of money is forcibly stopped, and 
when money is presented from settling at its just level, 
there are no limits to the possible variations of the ex- 
change. The effects are similar to those which follow, 
when a paper money, not exchangeable for specie at the 
will of the holder, is forced into circulation. Such a cur- 
rency is necessarily confined to the country where it is 
issued : it cannot, when too abundant, diffuse itself gene- 
rally amongst other countries. The level of circulation is 
destroyed, and the exchange will inevitably be unfavourable 
to the country where it is excessive in quantity : just so 
would be the effects of a metallic circulation, if by forcible 
means, by laws which could not be evaded, money should 
be detained in a country, when the stream of trade gave it 
an impetus towards other countries. 

When each country has precisely the quantity of money 
which it ought to have, money will not indeed be of the 
same value in each, for with respect to many commodities 
it may differ 5, 10, or even 20 per cent., but the exchange 
will be at par. One hundred pounds in England, or the 
silver which is in ^100, will purchase a bill of .^SlOO, or an 
equal quantity of silver, in Prance, Spain, or Holland. 

In speaking of the exchange and the com^parative value 
of money in different countries, we must not in the least 
refer to the value of money estimated in commodities, in 
either country. The exchange is never ascertained by es- 
timating the comparative value of money in corn, cloth, or 
any commodity whatever, but by estimating the value of^ 
the currency of one country, in the currency of another. 

It may also be ascertained by comparing it with some 
standard common to both countries. If a bill on England 
for <£100 will purchase the same quantity of goods in 
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France or Spain, tliat a bill on Hamburgli for tbe same 
snm win do, tlie exchange between Hamburgb and Eng. 
land is at par ; but if a biU on England for ^0130, will 
purchase no more than a bill on Hamburgh for dSlOO, the 
exchange is 30 per cent, against England. 

In England ^100 may purchase a bM, or the right of 
receiving *£101 in Holland, £102 in France, and £105 in 
Spain. The exchange with England is, in that ease, said 
to be 1 per cent, against Holland, 2 per cent, against 
France, and 5 per cent, against Spain. It indicates that 
the level of currency is higher than it should be in those 
countries, and the comparative value of their currencies, 
and that of England, would be immediately restored to 
par, by abstracting from theirs, or by adding ^ that of 
England. 

Those who maintained that our currency was depreciated 
dtiring the last ten years, when the exchange varied from 
20 to 30 per cent, against this country, have never con- 
tended, as they have been accused #f doing, that money 
could not be more valuable in one country than another, 
as compared with various commodities; but they did 
contend, that £130 could not be detained in England, 
unless it was depreciated, when it was of no more value, 
estimated in the money of Hamburgh, or of Holland, than 
the bullion in £100. 

By sending £130 good English pounds sterling to Ham- 
burgh, even at jtn expense of £5, 1 should be possessed 
there of £125 ; what then could make me consent to give 
£130 for a bill which would give me £100 in Hamburgh,^ 
but that my pounds were not good pounds sterling? — they 
were deteriorated, were degraded in intrinsic value below 
th^ pounds sterling of Hamburgh, and if actually 
there, at an expense of £5, would sell only for £100. 
With metallic pounds sterling, it is not denied that mj 
£130 would procure me £125 in Hamburgh, but with 
paper pounds sterling I can only obtain £100 ^ and yet it 

K 
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was maintained that <^61 30 in paper, was of equal valne 
with <£130 in silver or gold. 

Some indeed more reasonably maintained, that <£130 
in paper was not of equal valne with <£130 in metallic 
money; but tbe;| said that it was the metallic money 
which had changed its value, and not the papen money. 
They wished to confine the meaning of the word depre- 
ciation to an actual fall of value,' and not to a comparative 
difierence between the value of money, and the standard 
by which by law it is regulated. One hundred pounds of 
English money was formerly of - equal value with, and 
could purchase £100 of Hamburgh money : in any other 
country a bill of <£100 on England, or on Hamburgh, 
could purchase precisely the same quantity of commodities. 
To obtain the same things, I was lately obliged to give 
<£130 English money, when Hamburgh could obtain them 
for <£100 Hamburgh money, if English money was of 
the same value then as before, Hamburgh money must 
have risen in value. But where is the proof of this? 
How is it to be ascertained whether English money has 
fallen, or Hamburgh money has risen ? there is no stan- 
dard by which this can be determined. It is a plea which 
admits of no proof, and can neither be positively af&rmed, 
nor positively contradicted. The nations of the world 
must have been early convinced, that there was no standard 
of value in nature, to which they might unerringly refer, 
and therefore chose a medium, which off the whdle ap- 
peared to them less variable than any other commodity. 

To this standard we must conform till the law is 
changed, and till some other commodity is discovered, hy 
the use of which we shall obtain a more perfect standard 
than that which we have established. While gold is &- 
clusiveiy the standard in this country, money will be de- 
preciated, when a pound sterling is not of equal value with 
5 dwts. and 3 grs. of standard gold, and that, whether gold 
rises or falls in general value. 
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§ 54 . 

'^AXES are a portion of the i^rodnce of the land and 
labour of a country, placed at the disposal of the 
government ; and are always ultimately paid, either from 
the capital, or from the revenue of the country. 

We have already shown how the capital of a" country is 
either fixed or circulating, according as it is of a more or 
of a less durable nature. It is difficult to define strictly, 
where the distinction between circulating and fixed capital 
begins ; for there are almost infinite degrees in the dura- 
bility of capital. The food of a country is consumed and 
reproduced at least once in every year ; the clothing of 
the labourer is probably not consumed and reproduced 
in less than two years ; whilst his house and furniture 
are calculated to endure for a period of ten or twenty 
years. 

When the annual productions of a country more than 
replace its annual consumption, it is said to increase its 
capital ; when^ts annual consumption is not at least re- 
placed hy its annual production, it is said to diminish its 
capital. Capital may therefore be increased by an in- 
creased production, or by a diminished unproductive con- 
sumption. 

• If the consumption of the government, when increased 
hy the levy of additional taxes, be met either hy an in- 
creased production, or by a diminished consumption on 
the part of the people, the taxes will fall upon revemie, 
and the national capital will remain unimpaired 5 hut if 
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there be no increased production or diminislied nnpro- 
ductive consumption on the part of tne people, the taxes 
will necessarily fall on capital, that is to say, they will 
impair the fund allotted to productive consumption.^ 

In proportion a|! the capital of a country is diminished, 
its productions will be necessarily diminished ; and, there- 
fore, if the same unproductive expenditure on the part of 
the people and of the government CQntinue, with a con- 
stantly diminishing annual reproduction, the resources of 
the people and the state will fall away with increasing 
rapidity, and distress and ruin will follow. 

[Notwithstanding the immense expenditure of the 
English government during the last twenty years, ^ there 
can be little doubt but that the increased production on 
the part of the people has more than compensated for it. 
The national capital has not merely been unimpaired, it 
has been greatly increased, and the annual revenue of the 
people, even after the payment of their taxes, is probably 
greater at the present time than at any former period of 
our history. 

For the proof of this we might refer to the increase of 
population — to the extension of agriculture — to the in- 
crease of shipping and manufactures — to the building of 
docks — to the opening of numerous canals, as well as to 

1 It must be understood that all the productions of a country 
are consumed; hut it makes the greatest diflSrence imaginable 
whether they are consumed by those who reproduce, or hy those 
who do not reproduce another value. When we say that revenue 
is saved, and added to capital, what we mean is, that the portion 
of revenue, so said to be added to capital, is consumed hy pro- 
ductive instead of nnproductive labourers. There can be no 
greater error than in supposing that capital is increased by noh- 
consumption. If the price of labour should rise so high, that 
notwithstanding the increase of capital, no more could he em- 
nloyed, I should say that such increase of capital would he still 
unproductively consumed 

® [1793-18151] 
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manj other expensive undertakings ; all denoting an in- 
crease both of capital and of annual production. 

Still, however, it is certain that but for taxation this 
increase of capital would have been much greater. There 
are no taxes which have not a tendency to lessen the power 
to accumulate. All taxes must either ^all on capital or 
revenue. If they encroach on capital, they must propor- 
tionably diminish that fund by whose extent the extent of 
the productive industry of the country must always be 
regulated ; and if they fall on revenue, they must either 
lessen accumulation, or force the contributors to save the 
amount of the tax, by making a corresponding diminution 
of their former unproductive consumption of the neces- 
saries and luxuries of life. Some taxes will produce these 
effects in a muck greater degree than others; but the 
great evil of taxation is to be found, not so much in any 
selection of its objects, as in the general amount of its 
effects taken collectively. 

Taxes are not necessarily taxes off capital, because they 
are laid on capital ; nor on income, because they are laid 
on income. If from my income of ^1,000 per annum, I 
am required to pay ^100, it will really be a tax on my 
income, should I be content with the expenditure of the 
remaining <£900 ; but it will be a tax on capital, if I cou- 
tinne to spend ^1,000. 

The capital from which my income of <£1,000 is derived, 
may be of the mine of ^10,000 ; a tax of one per cent, on 
such capital would be <£100 ; but my capital would be un- 
affected, if after paying this tax, I in like manner con- 
tented myself with the expenditure of £900. 

The desire which every man has to keep his station in 
life, and to maintain his wealth at the height which it has 
once attained, occasions most taxes, whether laid on capital 
or on income, to be paid from income ; and therefore as 
taxation proceeds, or as government increases its ex- 
penditure, the annual enjoyments of the people must be 
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diminislied, unless they are enabled proportionally to 
increase their capitals and income. 

§ 55. It should he the policy of goYernments to en- 
courage a disposition to do this in the people, and never 
to lay such taxes as will inevitably fall on capital ; since 
by so doing, they ifmpair the funds for the maintenance of 
labour, and thei*eby diminish the future production of the 
country. 

In England this policy has been neglected, in taxing 
the probates of wills, in the legacy duty, and in all taxes 
a:ffiecting the transference of property from the dead to the 
living. If a legacy of ^£1,000 be subject to a tax of <£100, 
the legatee considers his legacy as only £900 and feels no 
particular motive to save the £100 duty from his expen- 
diture, and thus the capital of the country is diminished ; 
but if he had really received '£1,000, and had been re- 
quired to pay £100 as a tax on income, on wine, on horses, 
or on servants, he would pi*obably have diminished, or 
rather not increased his expenditure by that sum, and the 
capital of the country would have been unimpaired.^ 

Taxes upon the transference of prox>erty from the dead 
to the liviug,” says Adam Smith, “ fall finally, as well as 
immediately, upon the persons to whom the property is 
transferred. Taxes on the sale of land fall altogether 
upon the seller. The seller is almost always under the 
necessity of selling, and must, therefore, take such a price 

^ [This is no doubt true, but on the other hand it must be re- 
membered : first, that such taxes, unless levied at a very high 
rate, have but little effect in impeding accumulation ; secondly, 
that they are very easy of collection, and on the whole difficult of 
evasion ; and, thirdly, that for reasons other than fiscal, succession 
and legacy duties woifid bear increase on this latter point ; v. Mill, 
“ Principles,” bk. ii., c. ii., § 3. In another place Mill makes the 
valuable remark that, in the case of a country occupied in paying 
off a national debt, part of the taxes, if taken out of capital, remain 
capital still. — Bk, v,, c, ix , § 1. Cf Say, “ Economie Politique," 
bk iii., c. viii., pp. 311-312.] 
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as lie can get. The buyer is scarce ever under the neces- 
sity of buying, an^ will, therefore, only give such a price 
as he Hkes. He considers what the land will cost him in 
tax and price together. The more he is obliged to pay in 
the way of tax, the less he will be disposed to give in the 
way of price. Such taxes, therefore, ffcll almost always 
upon a "necessitous person, and must, therefore, be very 
cruel and oppressive.*" ^ ** Stamp duties, and duties upon 

the registration of* bonds and contracts for borrowed 
money, fall altogether upon the borrower, and in fact are 
always paid by him. Duties of the same kind upon law 
proceedings fall upon the suitors. They reduce to both 
the capital value of the subject in dispute. The more it 
costs to acquire any property, the less must b« the neat 
value of it when^ acquired. All taxes upon the trans- 
ference of property of every kind, so far as they diminish 
the capital value of that property, tend to diminish the 
funds destined for the maintenance of labour. They are 
all more or less unthrifty taxes, tha^ increase the revenue 
of the sovereign, which seldom maintains any but unpro- 
ductive labourers, at the expense of the capital of the 
people, which maintains none but productive.’" ® 

But this is not the only objection to taxes on the trans- 
ference of property; they prevent the national capital 
from being distributed in the way most beneficial to the 
community. Por the general prosperity, there cannot be 
too much faeiliifey given to the conveyance and exchange 
of all kinds of property, as it is by such means that capital 
of every species is likely to find its way into the hands of 
those, who will best employ it in increasing the produc- 
tions of the country. ‘'Why,"" asks M. Say, "does an 
individual wish to sell his land? it is because he has 
another employment in view in which his funds will be 
more productive. Why does another wish to purchase 


[Bk. V., c. il, p. 364] 


^ lldtd, p. 364 b.] 
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this same land ? it is to employ a capital which brings 
him in too little, which was nnempkyed, or the use of 
which he thinks susceptible of improvement. This ex- 
change will increase the general income, since it increases 
the income of these parties. But if the charges are so 
exorbitant as to -prevent the exchange, they ;ire an 
obstacle to this increase of the general income.'*^ Those 
taxes, however, are easily collected ; and this by many 
may be thought to a:fford some compensation for their 
injurious efects. 

^ [“Economie Politique,” bk. iii., c. viii., p, 309.] 



CHAPTER IX.— TAXES ON RAW PRODUCE. 

§ 56 . 

TTAVINCr in a former part of tMs work established/ 
I hope satisfactorily, the principle, that the price 
of corn is regulated by the cost of its production on that 
land exclusively, or rather with that capital exclusively, 
•which pays no rent, it will follow that whatever may in- 
crease the cost of production will increase the price ; what- 
ever may reduce it, will lower the price. The necessity of 
cultivating poorer land, or of obtaining a less return with a 
given additional capital on land already in cultivation, will 
inevitably raise the exchangeable^ value of raw produce. 
The discovery of machinery, which will enable the culti- 
vator to obtain his corn at a less cost of production, will 
necessarily lower its exchangeable value. Any tax which 
may be imposed on the cultivator, whether in the shape of 
land-tax, tithes, or a tax on the produce when ohtained, 
will increase the cost of production, and will therefore raise 
the price of raw produce. 

If the pric^of raw produce did not rise so as to compen- 
sate the cultivator for the tax, he would naturally quit a 
trade where his profits were reduced below the general level 
of profits; this would occasion a diminution of supply, until 
the unabated demand should have produced such a rise in 
•the price of raw produce, as to make the cultivation of it 
equally profitable with the mvestment of capital in any 
other trade. 


' [§ m 
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A rise of price is the only means by which he could pay 
the tax, and continue to derive the usual and general profits 
from this employment of his capital. He could not deduct 
the tax from his rent, and oblige his landlord to pay it, for 
he pays no rent. He would not deduct it from his profits, 
for there is no reason why he should continue in an employ- 
ment which yields small profits, when all other ernploy- 
ments are yielding greater. There can then be no question, 
but that he will have the power of raising the price of raw 
produce by a sum equal to the tax. 

A tax on raw produce would not be paid by the landlord; 
it would not be paid by the farmer ; but it would be paid, 
in an increased price, by the consumer. 

Eent, it should be remembered, is the difference between 
the produce obtained by equal portions of labour and capital 
employed on land of the same or different qualities. It 
should be remembered too, that the money rent of land, and 
the com rent of land, do not vary in the same proportion. 

In the case of a tax On raw produce, of a land-tax, or 
tithes, the corn rent of land will vary, while the money 
rent will remain as before. 

If, as we have before supposed,' the land in cultivation 
were of three qualities, and that with an equal amount of 
capital, 

180 qrs. of corn were obtained from land No. 1, 

170 „ n » >• ^ 

160 „ » >> ” 

the rent of No. 1 would be 20 quarters, the difference 
between that of No. 3 and No. 1 ; and of No. 2, 10 quarters, 
the difference between that of No. 3 and No. 2 ; while No. 3 
would pay no rent whatever. 

Now if the price of com were £4 per quarter, the money 
rent of No. 1 would be .£80, and that of No. 2, ^40. 

Suppose a tax of Bs. per quarter to be imposed on corn ; 

' [Page 60, note 2.] 
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then the price would rise to ^4 Ss. ; and if the landlords 
obtained the samq com rent as before, the rent of hTo. 1 
would be c£88, and that of hTo. 2, <£44. But they would 
not obtain the same com rent ; the tax would fall heavier 
on l!To. 1 than on No. 2, and on No. 2 than on No. 3, 
because it would be levied on a greattr quantity of corn. 
It is t£e difficulty of production on No. 3 which regulates 
price; and corn rises to *£4 8s., that the profits of the 
capital employed X)n No. S may be on a level with the 
general profits of stock. 

The produce and tax on the three qualities of land will 


be as follows : 

No. 1, yielding 180 qrs. at £4 Ss. per qr. . . ^ . £792 

Deduct the value of 16*3 or Ss. per qr. on 180 qrs 72 

Net corn produce 1637 Net money produce £720 

No. 2, yielding 170 qrs. at £4 85. per qr. £748 


Deduct the value of ^ V- on \ 

t liOqrs J 

Net corn produce 154*6 Net money produce £680 


No. 3, yielding 160 qrs. at £4 85. £704 

Deduct the value of 14*5 qrs. at £4 Ss., or 8s. per qr. on 160 64 


Net com produce 145*5 Net money produce £640 

The money rent of No. 1 would continue to be £80, or 
the difference between £640 and £720; and that of No. 2, 
£40, or the difference between £640 and £680, precisely 
-the same as before; but tbe com rent will be reduced 
from 20 quarters on No. 1, to 18*2 quarters, the difference 
between 145*5 and 168*7 quarters, and that on No. 2 from 
10 to 9*1 quarters, the difference between 145*5 and 154*6 
quarters. 
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A tax on com, then, would fall on tlie consumers of 
corn, and would raise its value as compsi^red with all other 
commodities, in a degree proportioned to the tax. In pro- 
portion as raw produce entered into the composition of 
other commodities, would their value also be raised, unless 
the tax were countervailed bj other causes. Thej^would 
in fact be indirectly taxed, and their value would rise in 
proportion to the tax. 

A tax, however, on raw produce, and bn the necessaries 
of the labourer, would have another eiffect — it would raise 
wages. Prom the efect of the principle of population on 
the increase of mankind, wages of the lowest kind never 
continue much above that rate which nature and habit * 
demand fopthe support of the labourers. This class is 
never able to bear any considerable proportion of taxation; 
and, consequently, if they had to pay 8a. per quarter in 
addition for wheat and in some smaller proportion for 
other necessaries, they would not be able to subsist on the 
same wages as before, a:fid to keep up the race of labourers. 
Wages would inevitably and necessarily rise ; and in pro- 
portion as they rose, profits would fall. G-ovemment would 
receive a tax of 8s. per quarter on all the corn consumed in 
the country, a part of which would be paid directly by the 
consumers of corn ; the other part ^ would be paid indi- 
rectly by those who employed labour, and would affect 
profits in the same manner as if wages had been raised from 
the increased demand for labour compared with the supply, 
or from an increasing difl5.culty of obtaining the food and 
necessaries required by the labourer. 

§ 57. In as far as the tax might a:ffiect consumers, it 
would be an equal tax, but in as far as it would affect 
profits, it would be a partial tax; for it would neither - 
operate on the landlord nor on the stockholder, since they 

’ [An important addition.] 

* that part of the tax which falls on the food, etc., of the 
labouring class. 
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■woTild contmne to receive, tlie one tiie same money rent, 
the other the sam^ money dividends as before. A tax on 
the produce of the land then would operate as follows : 

1st. It would raise the price of raw produce by a sum 
equal to the tax, and would t|jerefore fall on each 
consumer in proportion to his consumption. 

2ndly. It would raise the wages of labour, and lower 
profits. 

It may then be objected against such a tax, 

1st. That by raising the wages of labour, and lowering 
profits, it is an unequal tax, as it ^ affects the in- 
come of the farmer, trader, and manufacturer, and 
leaves untaxed the income of the landlord, stock- 
holder, a^d others enjoying fixed incomes, 

2ndly. That there would be a considerable interval be- 
tween the rise in the price of corn and the rise of 
wages, during which much distress would be expe- 
rienced by the labourer. 

3rdly. That raising wages and lowering profits is a dis- 
couragement to accumulation, and acts in the same 
way as a natural poverty of soil. 

4thly. That by raising the price of raw produce, the 
prices of all commodities into which raw produce 
enters, would he raised, and that therefore we should 
not meet the foreign manufacturer on equal terms 
in the general market. 

§ 58. With respect to the first ^ objection, that by raising 
the wages of labour and lowering profits, it acts unequally 
as it affects the income of the farmer, trader, and manu- 
facturer, and leaves untaxed the income of the landlord, 

^ [**it*^ omitted in McCulloch’s edition.] 

* [One of the few passages where the relation between the rate 
of interest and accumulation is mentioned ; cf. § 44, and Introduc- 
tion.] 

® [Editor’s italics. 1 
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stockholder, and others enjoying fixed incomes, — it may be 
answered, that if the operation of the tax be unequal, it is 
for the legislature to make it equal, by taxing directly the 
rent of land, and the dividends from stock. By so doing, 
all the objects of ^n income tax would be obtained, with- 
out the inconvenience of having recourse to the obnoxious 
measure of prying into every man’s concerns, and arming 
commissioners with powers repugnant ^.to the habits and 
feelings of a free country. 

§ 59. With respect to the second ^ objection, that there 
would be a considerable interval between the rise of the 
price of corn and the rise of wages, during which much 
distress wpuld be experienced by the lower classes, — 
answer, that under different circumstances, wages follow 
the price of raw produce with very di&rent degrees of 
celerity ; that in some eases no effect whatever is produced 
on wages by a rise of corn ; in others, the rise of wages 
precedes the rise in thO) price of corn ; again, in some the 
effect on wages is slow, and in others rapid. 

Those who maintain that it is the price of necessaries 
which regulates the price of labour, always allowing for the 
particular state of progression in which the society may be, 
seem to have conceded too readily, that a rise or fall in the 
price of necessaries will be very slowly succeeded by a rise 
or fall of wages. A high price of provisions may arise 
from very different causes, and may accor^ngly produce 
very different effects.^ It may arise from 

' [Editor’s italics.] 

^ [The following discussion has reference to two considerations ; 
tlie first and prominent one is, the objection to a tax on corn, etc., 
because of the distress thereby occasioned ; the second, and sub; 
ordinate one, the argument that administrative action should be 
taken to adjust wages to the price of necessaries. Such action, 
Eicardo urges under Ms first (1st) heading, wonld he rendered im- 
possible by natural causes. 

With reference to the main qnestion, it must be remarked that 
Kicardo altogether overlooks the argument that a conservative 
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1st. A deficient supply. 

2nd. From a ^adually increasing demand, wHcli may 
be ultimately attended with an increased cost of 
production. 

Srdly. From a fall in tlie value of money. 

4tlily. From taxes on necessaries. 

These four causes have not been sufficiently distinguished 
and separated by ^hose who have inquired into the influence 
of a high price of necessaries on wages. We will examine 
them severally. 

bad harvest will produce a high price of provisions, 
and the high price is the only means by which the con- 
sumption is compelled to conform to the ^ate of the 
supply. If all the purchasers of corn were rich, the price 
might rise to any degree, but the result would remain un- 
altered ; the price would at last be so high, that the least 
rich would be obliged to forego the use of a part of the 
quantity which they usually conqjamed, as by diminished 
consumption alone the demand could be brought down to 
the limits of the supply. Under such circumstances no 
policy can be more absurd, than that of forcibly regulating 
money wages by the price of food, as is frequently done, 
by misapplication of the poor laws. Such a measure 
affiords no real relief to the labourer, because its effect is 
to raise still higher the price of com, and at last he must 

feeling as to fhe due rate of wages for particular services, as 
expressed in money figures, prevents rapid adjustments. Price 
changes more easily because what we may term the price-market 
is more highly organized than the wage-market. As to the ulti- 
mate difference between the effects of the first and fourth causes, 
there is no doubt. It is more difficult to see what reason there is 
for believing with Ricardo that their immediate results should be 
so difficult as he here describes. Ricardo himself makes an admis- 
sion, the bearing of which on the point under discussion he hardly 
sees, when he says that agricultural capital might be withdrawn 
from the land. In such case there W'ould, of course, be a period of 
distress.] * [First.] 
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be obliged to limit bis consumption in proportion to tbe 
limited supply. In tbe natural course of affairs a defi- 
cient supply from bad seasons, without any pernicious 
and unwise interference, would not be followed by a rise 
of wages. Tbe raising of wages is merely nominal to 
those who receive fbem ; it increases tbe competition in 
tbe corn market, and its ultimate effect is to raise tbe 
profits of tbe growers and dealers in com. Tbe wages of 
labour are really regulated by tbe proportion between tbe 
supply and demand of necessaries, and tbe supply and 
demand of labour ; and money is merely tbe medium, or 
measure, in which wages are expressed. In this case then 
tbe distress of tbe labourer is unavoidable, and no legisla- 
tion can afford a remedy, except by tbe importation of ad- 
ditional food, or by adopting tbe most useful substitutes. 

^ When a high price of corn is tbe effect of an increas- 
ing demand, it is always preceded by an increase of 
wages, for demand cannot increase, without an increase 
of means in the people to pay for that which they desire. 
An accumulation of capital naturally produces an in- 
creased competition among tbe employers of labour, and a 
consequent rise in its price. Tbe increased wages are not 
always immediately expended on food, but are first made 
to contribute to tbe other enjoyments of tbe labourer. 
His improved condition however induces, and enables him 
to marry, and then tbe demand for food for tbe support of 
bis family naturally supersedes that of tboce other enjoy- 
ments on which bis wages were temporarily expended. 
Com rises then because tbe demand for it increases, be- 
cause there are those in tbe society who have improved 
means of paying for it; and tbe profits of tbe farmer 
win be raised above tbe general level of profits, till tbe- 
requisite quantity of capital has been employed on its pro- 
duction. Whether, after this has taken place, com shall 
again fall to its former price, or shall continue per- 
' [Second.] 
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manentlj higlier, will depend on tlie qnalitj of tlie land 
from which the ♦increased quantity of corn has been 
supplied. If it be obtained from land of the same fertility, 
as that which was last in cultivation, and with no greater 
cost of labour, the price will fall to its former state ; if 
from poorer land, it will continue permanently higher. 
The high wages in the first instance proceeded from an 
incx’ease in the demand for labour: inasmuch as it en- 
couraged marriage, and supported children, it produced 
the effect of increasing the supply of labour. But when 
the supply is obtained, wages will again fall to their 
former price, if corn has fallen to its former price : to a 
higher than the former price, if the increase^ supply of 
corn has been produced from land of an inferior quality, 
A high price il by no means incompatible with an 
abundant supply: the price is permanently high, not 
because the quantity is deficient, but because there has 
been an increased cost in producing it. It generally 
happens indeed, that when a stimulus has been given to 
population, an effect is produced beyond what the case 
requires ; the population may be, and generally is so 
much increased as, notwithstanding the increased demand 
for labour, to bear a greater proportion to the funds for 
maintaining labourers than before the increase of capital. 
In this case a re-action will take place, wages will be 
below their natural level, and will continue so, till the 
usual proportion between the supply and demand has been 
restored. In this case then, the rise in the price of com 
is preceded by a rise of wages, and therefore entails no 
distress on the labourer. 

^ ^A fall in the value of money, in consequence of an 
influx of the precious metals from the mines, or from 
the abuse of the privileges of banking, is another cause for 
the rise of the price of food ; but it wiU make no altera- 
Ijion m the quantity produced. It leaves undisturbed too 
» [Third.] 

li 
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the nximher of labourers, as well as the demand for them ; 
for there will be neither an increase nor a diminution of 
capital. The quantity of necessaries to be allotted to the 
labourer, depends on the comparative demand and supply 
of necessaries, with the comparative demand and supply 
of labour ; money being only the medium in which the 
quantity is expressed ; and as neither of these is altered, 
the real reward of the labourer will not alter. Money 
wages will rise, but they will only enSble him to furnish 
himself with the same quantity of necessaries as before. 
Those who dispute this principle, are bound to show why 
an increase of money should not have the same effect in 
raising the price of labour, the quantity of which has not 
been increased, as they acknowledge it would have on the 
price of shoes, of hats, and of corn, if the-quantity of those 
commodities were not increased. The relative market 
value of hats and shoes is regulated by the demand and 
supply of hats, compared with the demand and supply of 
shoes, and money is but the medium in which their value 
is expressed. If shoes be doubled in price, hats will also 
be doubled in price, and they will retain the same com- 
parative value. So if corn and all the necessaries of the 
labourer be doubled in price, labour will be doubled in 
price also, and while there is no interruption to the usual 
demand and supply of necessaries and of labour, there can 
be no reason why they should not preserve their relative 
value. 

^ Neither a fall in the value of money, nor a tax on 
raw produce, though each will raise the price, will neces- 
sarily interfere with the quantity of raw produce ; or with 
the number of people, who are both able to purchase, 
and willing to consume it. It is very easy to perceive 
why, when the capital of a country increases irregularly, 
wages should rise, whilst the price of corn remains 
stationary, or rises in a less proportion ; and why, when 
^[Fourth.] 



147 


CHAP, IX. J TAXES ON RAW PROBUCE. 

the capital of a coTintry diminishes, wages should fall 
whilst com remaiBS stationary, or falls in a much less 
proportion, and this too for a considerable time; the 
reason is, because labour is a commodity which cannot be 
increased and diminished at pleasure. If there are too 
few hats in the market for the demand, the price will rise, 
but only for a short time ; for in the course of one year, 
by employing more capital in that trade, any reasonable 
addition may be Shade to the quantity of hats, and there- 
fore their market price cannot long very much exceed 
their natural price ; but it is not so with men ; you cannot 
increase their number in one or two years when there is 
an increase of capital, nor can you rapidly diminish their 
number when capital is in a retrograde state f and, there- 
fore, the number of hands increasing or diminishing 
slowly, whilst the funds for the maintenance of labour 
increase or diminish rapidly, there must he a considerable 
interval before the price of labour is exactly regulated by 
the price of com and necessaries * but in the case of a fall 
in the value of money, or of a tax on com,, there is not 
necessarily any excess in the supply of labour, nor any 
abatement of demand, and therefore there can be no reason 
why the labourer should sustain a real diminution of wages. ^ 
' A tax on corn does not necessarily diminish the quantity 
of com, it only raises its money price ; it does not neces- 
sarily diminish the demand compared with the supply of 
labour ; why^hen should it diminish the portion paid to 
the labourer ? Suppose it true that it did diminish the 
quantity given to the labourer, in other words, that it did 
not raise his money wages in the same proportion as the 
tax raised the price of the corn which he consumed ; 
would not the supply of corn exceed the demand ? — would 
it not fall in price? and would not the labourer thus 

^ [This goes a little too far. It must be pointed out that the 
owner of capital will fail to see why he should sustain a real dimi- 
nution of his interest or profits. ] 
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obtain liis nsiial portion? In sncli case, indeed, capital 
would be withdrawn from agriculture 5 for if tbe price 
were not increased by the whole amount of the tax, agri-* 
cultural profits would be lower than the general level of 
profits, and capital would seek a more advantageous 
employment. In r%ard then to a tax on raw produce, 
■which is the point under discussion, it appears to me that 
no interval which could bear oppressively on the labourer, 
would elapse between the rise in the price of raw produce, 
and the rise in the wages of the labourer ; and that there- 
fore no other inconvenience would be suffered by this 
class, than that wdiich they would suffer from any other 
mode of taxation, namely, the risk that the tax might in- 
fringe on the funds destined for the maintenance of labour, 
and might therefore check or abate the de’mand for it. 

§ 60. With respect to the third ^ objection against taxes 
on raw produce, namely, that the raising wages, and lower- 
ing profits, is a discourg^gement to accumulation, and acts 
in the same way as a natural poverty of soil; I have 
endeavoured to show in another part of this work that 
savings may be as effectually made from expenditure as 
from production ; from a reduction in the value of com- 
znodities, as from a rise in the rate of profits. By increas- 
ing my profits from ^1,000 to <£1,200, whilst prices con- 
tinue the same, my power of increasing my capital by 
savings is increased, but it is not increased^so much as it 
would be it my profits continued as before, whilst com- 
modities were so lowered in price, that .£800 would pro- 
cui*e me as much as £1,000 purchased before. 

Now the sum required by the tax must be raised, and 
the question simply is, whether the same amount shall be 
taken from individuals by diminishing their profits, or by 
raising the prices of the commodities on which their profits 
will be expended. 

Taxation under every form presents but a choice of evils ; 

* [Editor’.s italics.] 
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if it do not act on profit, or other sources of income, it 
must act on expenditure; and provided the burthen 
equally borne, and do not repress reproduction, it is indif- 
ferent on which it is laid. Taxes on production, or on 
the profits of stock, whether applied in^ediately to profits, 
or indirectly, by taxing the land or its produce, have this 
advantage over other taxes ; that provided all other income 
be taxed, no class ^f the community can escape them, and 
each contributes according to his means. 

From taxes on expenditure a miser may escape ; he may 
have an income of .£10,000 per annum, and expend only 
£300 ; but from taxes on profits, whether direct or indirect, 
he cannot escape; he will contribute to them either by 
giving up a part^ or the value of a part of his produce ; or 
by the advanced prices of the necessaries essential to pro- 
duction, he will be unable to continue to accumulate at the 
same rate. He may, indeed, have an income of the same 
value, but he will not have the same command of labour, 
nor of an equal quantity of materials on which such labour 
can be exercised. 

If a country is insulated from all others, having no 
commerce with any of its neighbours, it can in no way shift 
any portion of its taxes from itself. A portion of the pro- 
duce of its land and labour will be devoted to the service 
of the State; and I cannot but think that, unless it 
presses uneq\#aily bn that class which accumulates aud 
saves, it will be of little importance whether the taxes be 
levied on profits, on agricultural, or on manufactured com- 
modities. If my revenue be £1,000 per annum, and I 
must pay taxes to the amount of £100, it is of little 
•importance whether I pay it from my revenue, leaving 
myself only £900, or pay £100 in addition for my agri- 
cultural commodities, or for my manufactured goods. 
If £100 is my fair proportion of the ex][>enses of the 
country, the virtue of taxation consist^ in making sure that 
^ [Ski consists.] 
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I shall pay that ^100, neither more nor less ; and that 
cannot be effected in any manner so securely as by taxes 
on wages, profits, or raw produce. 

§ 61. TiiQ fourth ^ and last objection which remains to be 
noticed is : That by^ raising the price of raw produce, the 
prices of all commodities into which raw produce enters, 
will be raised, and that, therefore, we shall not meet the 
foreign manufacturer on equal terms in the general market. 

In the first place, com and all home comm odities could 
not be materially raised in price without an influx of the pre- 
cious metals ; for the same quantity of money could not cir- 
culate the same quantity of commodities, at high as at low 
prices, and tke precious metals never could be purchased with 
dear commodities. When more gold is required, it must 
he obtained by giving more, and not fewer commodities in 
exchange for it. Neither could the want of money be sup- 
plied by paper, for it is not paper that regulates the value 
of gold as a commodity; but gold that regulates the value 
of paper. Unless then the value of gold could be lowered, 
no paper could be added to the circulation without being 
depreciated. And that the value of gold could not be 
lowered, appears clear, when we consider that the value of 
gold as a commodity must be regulated by the quantity 
of goods which must be given to foreigners in exchange 
for it. Wlien gold is cheap, commodities are dear ; and 
when gold is dear*, commodities are cheap> and fall in 
price. Now as no cause is shown why foreigners should 
sell their gold cheaper than usual, it does not appear pro- 
bable that there would be any influx of gold. Without such 
an influx there can be no increase of quantity, no fall in 
its value, no rise in the general price of goods.^ 

The probable eflect of a tax on raw produce, would be 

* [Editor’s italics.] 

“ It may he doubted whether commodities raised in price, merely 
by taxation, would require any more money for their circnlation. 1 
believe they would not. 
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to raise the price of raw produce, and of all commodities 
in which raw pr€>duce entered, hut not in any degree 
proportioned to the tax ; while other commodities in which 
no raw produce entered, such as articles made of the 
metals and the earths, would fall in price: so that the 
same guantitj of money as before w^ld be adequate to 
the whole circulation. 

A tax which should have the effect of raising the price 
of all home productions, would not discourage exportation, 
except during a very limited time. If they were raised in 
price at home, they could not indeed immediately be profit- 
ably exported, because they would be subject to a burthen 
here from which abroad they were free. The tax would 
produce the same effect as an alteration in •the value of 
money, which wa^ not general and common to all countries, 
but confined to a single one. If England were that 
country, she might not be able to sell, but she would be 
able to buy, because importable commodities would not 
be raised in price. Under these circumstances nothing 
but money could be exported in return for foreign com- 
modities, but this is a trade which could not long con- 
tinue; a nation cannot be exhausted of its money, for 
after a certain quantity has left it, the value of the 
remainder will rise, and such a price of commodities will 
be the consequence, that they will again be capable of 
being profitably exported. When money had risen, there- 
fore, we should no longer export it in return for goods, but 
we should export those manufactures which had first been 
raised in price, by the rise in the price of the raw produce 
from which they were made, and then again lowered by 
the exportation of money,- 

But it may be objected, that when money so rose in 
value, it would rise with respect to foreign as well as home 
commodities, and therefore that all encouragement to 
import foreign goods would cease. Thus, suppose we 
import«i‘d goods which cost JlOO abroad, and which sold 
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for ^120 here, we should cease to import them, when the 
value of money had so risen in England, that they would 
only sell for <£100 here : this however, could never hap- 
pen. The motive which determines us to import a com- 
modity, is the discovery of its relative cheapness abroad : 
it is the comparison of its price abroad with its price 
at home. If a country export ^ hats, and imports ^ cloth, it 
does so because it can obtain more cloth by making hats, 
and exchanging them for cloth, than if It made the cloth 
itself. If the rise of raw produce occasions any increased 
cost of production in making hats, it would occasion also 
an inci'eased cost in making cloth. If, therefore, both 
commodities were made at home, they would both rise. 
One, however, being a commodity which we import, would 
not rise, neither would it fall, when the-- value of money 
rose ; for by not falling, it would regain its natural rela- 
tion to the exported commodity. The rise of raw produce 
makes a hat rise from 30 to 33 shillings, or 10 per cent. : 
the same cause if we manufactured cloth, would make it 
rise from 20s. to 22s. per yard. This rise does not destroy 
the relation between cloth and hats ; a hat was, and con- 
tinues to be, worth one yard and a half of cloth. But if 
we import cloth, its price will continue uniformly at 20s. 
per yard, unalfected first by the fall, and then by the rise 
in the value of money ; whilst hats, which had risen from 
30s. to 33s,, will again fall from 33s. to 30s., at which 
point the relation between cloth and hats wilFbe restored. 

To simplify the consideration of this subject, I have 
been supposing that a rise in the value of raw materials 
would affect, in an equal proportion, all home commodi- 
ties ; that if the effect on one were to raise it 10 per cent., 
it would raise all 10 per cent. ; but as the value of commo- 
dities is very differently made up of raw material and 
labour ; as some commodities, for instance, all those made 
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from the metals, would be unaffected by the rise of raw 
produce from th^ surface of the earth, it is evident that 
there would be the greatest variety in the effects produced 
on the value of commodities, by a tax on raw produce. As 
far as this effect was produced, it tvouM stimulate or retard 
the exportation of particular commodities, and would un- 
doubtedly be attended with the same inconvenience that 
attends the taxing of commodities ; it would destroy the 
natural relation between the value of each. Thus tl e 
natural price of a hat, instead of being the same as a yard 
and a half of cloth, might only be of the value of a yard 
and a quarter, or it might be of the value of a yard and 
three quarters, and therefore rather a different direction 
might he given to foreign trade. All these ineonveniences 
would probable ipt interfere with the value ^ of the exports 
and imports ; they would only prevent the very best distri- 
bution of the capital of the whole world, which is never so 
well regulated, as when every commodity is freely allowed 
to settle at its natural price, unfettered by artificial re- 
straints. ^ 

Although then the rise in the price of most of our own 
commodities, would for a time cheek exportation generally, 
and might permanently prevent the exportation of a few 
commodities, it could not materially interfere with foreign 
trade, and would not place us under any comparative dis- 
advantage as far as regarded competition in foreign 
markets. 

' [This word should he noticed. It is the key to tlie whole dis- 
cussion. ] 

^ [There would further be a tendency for both capital and labour 
to seek a country where they might engage in production under 
less disadvantageous conditions. ] 
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§62. 

A TAX on rent would afect rent only ; it would fall 
wholly on landlords, and could not be shifted to any 
class of consumers. The landlord could not raise his rent, 
because he would leave unaltered the difference between 
the produce obtained from the least productive land in 
cultivation, and that obtained from land of every other 
quality. Three sorts of land, Xo. 1, 2, and 3, are in cul- 
tivation, and yield respectively with the same labour, 180, 
170, and 160 quarters of wheat ; but No. 3 pays no rent, 
and is therefore un taxed : the rent then of No. 2 cannot be 
made to exceed the value of ten, nor No. 1, of twenty 
quarters. Such a tax could not raise the price of raw 
produce, because as the cultivator of No. 3 pays neither 
rent nor tax, he would in no way be enabled to raise 
the price of the commodity produced. A tax on rent 
would not discourage the cultivation of fresh land, for such 
land pays no rent, and would be untaxed. ^If No. 4 were 
taken into cultivation, and yielded 150 quarters, no tax 
would be paid for such land; but it would create a rent of 
ten quarters on No. 8, which would then commence paying 
the tax. 

§ 63, A tax on rent, as rent is constituted, would dis-v 
courage cultivation, because it would be a tax on the profits 
of the landlord. The term rent of land, as I have elsewhere 
observed,' is applied to the whole amount of the value paid 


[§ 24 ] 
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by tlie farmer to bis landlord, a part only of wbicb is strictly 
rent. The buildings and fixtures, and other expenses paid 
for by the landlord, form strictly a part of the stock of the 
fann, and must have been furnished by the tenant, if not 
provided by the landlord. Bent is the sum paid to the land- 
lord foi the use of the land, and for tne use of the land 
only. The further sum that is paid to him under the name 
of rent, is for the use of the buildings, etc., and is really the 
profits of the landlord’s stock. In taxing rent, as no dis- 
tinction would be made between that part paid for the use 
of the land, and that paid for the use of the landlord’s 
stock, a portion of the tax would fall on the landlord’s 
profits, and would, therefore, discourage cultivation, unless 
the price of raw produce rose. On that land, for the use of 
which no rent waS paid, a compensation under that name 
might be given to the landlord for the use of his buildings* 
These buildings would not be erected, nor would raw pro- 
duce be grown on such land, till the price at which it sold 
would not only pay for all the usual outgoings, but also this 
additional one of the tax. This part of the tax does not 
fall on the landlord, nor on the farmer, but on the con- 
sumer of raw produce. 

There can be little doubt but that if a tax were laid on 
rent, landlords would soon find a way to discriminate be- 
tween that which is paid to them for the use of the laud, 
and that which is paid for the use of the buildings, and the 
improvements which are made by the landlord’s stock. 
The latter would either be called the rent of house and 
buildings, or on all new land taken into culti’^ation, such 
buildings would be erected, and improvements would be 
made by the tenant, and not hy the landlord. The land- 
lord’s capital might indeed be really employed for that 
purpose ; it might be nominally expended by the tenant, 
the landlord furnishing him with the means, either in the 
shape of a loan, or in the purchase of an annuity for the 
duration of the lease. Wliether distingnished or not, there 
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is a real difference between the nature of the compensations 
which the landlord receives for these different objects ; and 
it is quite certain, that a tax on the real rent of land falls 
wholly on the landlord, but that a tax on that remunera- 
tion which the landlord receives for the use of his stock ex- 
pended on the farffi, falls, in a progressive country^ on the 
consumer of raw produce. If a tax were laid on rent, and 
no means of sej3arating the remuneration now paid by the 
tenant to the landlord under the name of rent, were adopted, 
the tax, as far as it regarded the rent on the buildings and 
other fixtures, would never fall for any length of time on 
the landlord, but on the consumer. The capital expended 
on these buildings, etc., must afford the usual profit of 
stock ; but^t would cease to afford this profit on the land 
last cultivated, if the expenses of those buildings, etc., did 
not fall on the tenant ; and if they did, the tenant would 
then cease to make his usual profits of stock, unless he 
could charge them on the consumer. 



CHAPTER XI.— TITHES. 


§ 64 . 

'^ITHES are a tax on tbe gross produce of the land, and 
like taxes on raw produce, fall wliollj on the con- 
sumer. They differ from a tax on rent, inasmuch as they 
affect land which such a tax would not reach ; and raise 
the price of raw produce, which that tax would not alter. 
Lands of the wotst quality, as well as of the best, pay 
tithes, and exactly in proportion to the quantity of pro- 
duce obtained from them ; tithes are therefore an equal 
tax. 

If land of the last quality, or that which pays no rent, 
and which regulates the price of corn, yield a sufficient 
quantity to give the farmer the usual profits of stock, 
when the price of wheat is ^4 per quarter, the price must 
rise to ^£4 8s. before the same profits can be obtained 
after the tithes are imposed, because for every quarter of 
wheat the cultivator must pay eight shillings to the 
church, and if Jie does not obtain the same profits, there is 
no reason why he should not qnit his employment, when 
he can get them in other trades. 

The only difference between tithes and taxes on raw 
produce, is, that one is a variable money tax, the other a 
^fixed money tax. In a stationary state of society, where 
there is neither increased nor diminished facility of pro- 
ducing corn, they will he precisely the same in their 
effects ; for, in such a state, com will be at an invariable 
price, and the tax will therefore he also invariable. In 
either a retrograde state, or in a state in which great im- 
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provements are made in agriculture, and where con- 
seqnently raw produce will fall in value comparatively 
with other things, tithes will be a lighter tax than a per- 
manent money tax ; for if the price of corn should fall 
from <£4 to <£3, the tax would fall from eight to six shil- 
lings. In a progi^essive state of society, yet without any 
marked improvements in agriculture, the price of corn 
would rise, and tithes would be a heavier tax than a per- 
manent money tax. If corn rose from £4 to £5, the 
tithes on the same land would advance from eight to ten 
shillings. 

Neither tithes nor a money tax will affect the money 
rent of landlords, but both will materially affect corn rents. 
We have ^ready observed how a money tax operates on 
corn rents, and it is equally evident tlrnt a similar effect 
would be produced by tithes. If the lands, No. 1, 2, 8, 
respectively produced 180, 170, and 160 quarters, the 
rents might be on No. 1, twenty quarters, and on No. 2, 
ten quarters ; but they would no longer preserve that pro- 
portion after the payment of tithes: for if a tenth be 
taken from each, the remaining produce will be 162, 158, 
144, and consequently the corn rent of No. 1 will be re- 
duced to eighteen, and that of No. 2 to nine quarters. 
But the price of corn would rise from £4 to £4 Ss. lOfd. ; 
for 144 quarters are to £4 as 160 quarters to £4 8s. lOfd, 
and consequently the money rent would continue un- 
altered ; for on No. 1 it would be £80, and on No. 2, 
£ 40 .^ 

The chief objection against tithes is, that they are not a 
permanent and fixed tax, but increase in value, in propor- 
tion as the^ difficulty of producing corn increases. If those 
difficulties should make the price of corn £4, the tax is 
8s,, if they should increase it to £5, the tax is 10s., and at 
£6, it is 12s- They not only rise in value, but they 
increase in amount : thus, when No. 1 was cultivated, the 

^ 18 Quarters at £4 Bs. lO^d. ® 9 Quarters at £4 8s. lO^cL 
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tax was only levied on 180 quarters ; when No. 2 was 
cultivated, it was. levied on 180 -f 170, or 350 quarters; 
and when No. 3 was cultivated, on 180+170+160=:510 
quarters. Not only is the amount of tax increased from 
100,000 quarters, to 200,000 quarters, when the produce is 
increased from one to two millions ♦of quarters; but, 
owing to the increased labour necessary to produce the 
second million, the relative value of raw produce is so 
advanced, that th# 200,000 quarters may be, thougli only 
twice in quantity, jet in value three times that of the 
100,000 quarters which were paid before. 

If an equal value were raised for the churcb by any 
other means, increasing in the .same manner as tithes in- 
crease, proportionably with the difficulty oP cultivation, 
the effect would be the same, and therefore it is a mistake 
to suppose that, because they are raised on the laud, they 
discourage cultivation more than an equal amount would 
do if raised in any other manner. The church would in 
both eases be constantly obtaining an increased portion of 
the net produce of the land and labour of the country. In 
an improving state of society, the net produce of land is 
always diminishing in proportion to its gross produce ; but 
it is from the net income of a country that all taxes are 
ultimately paid, either in a progressive or in a stationary 
country. A tax increasing with the gross income, and 
falling on the net income, must necessarily be a very 
burdensome, ^nd a very intolerable tax. Tithes are a 
tenth of the gross, and not of the net produce of the land, 
and therefore as society improves in wealth, they must, 
though the same proportion of the gross produce, become 
a larger and larger proportion of the net jToduce. 

§ 65, Titbes, however, may be considered as injurious 
to landlords, inasmuch as they act as a bounty on im- 
portation, by taxing tbe growth of home com, while the 
importation of foreign corn remains unfettered, ind if, 
m order to relieve the landlords from tbe efft cts of the 
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diminished demand for land, which such a bounty must 
encourage, imported corn were also ta,xed, in an equal 
degree with corn grown at home, and the produce paid to 
the State, no measure could be more fair and equitable ; 
since whatever were paid to the State by this tax, would 
go to diminish tlfe other taxes which the expenses of 
Government make necessary: but if such a tax were 
devoted only to increase the fund paid to the church, it 
might indeed on the whole increase the general mass of 
production, but it would diminish the portion of that mass 
allotted to the productive classes. 

If the trade of cloth were left perfectly free, our manu- 
facturers might be able to sell cloth cheaper than we could 
import it. ^f a tax wei'e laid on the home manufacturer, 
and not on the importer of cloth, capital*miglit be injuri- 
cmsly driven from the manufacture of cloth to the manu- 
facture of some other commodity, as cloth might then be 
imported cheaper than it could be made at home. « If im- 
ported cloth should also be taxed, cloth would again be 
manufactured at home. The consumer first bought cloth 
at home, because it was cheaper than foreign cloth ; he 
then bought foreign cloth, because it was cheaper untaxed 
tlian home cloth taxed : he lastly bought it again at home, 
because it was cheaper when both home and foreign cloth 
were taxed. It is in the last case that he pays the 
greatest price for his cloth, but all his addi^onal payment 
is gained by the State. In the second case, he pays more 
than in the first, but all he pays in addition is not received 
by the State, it is an increased price caused by difficulty of 
production, which is incurred, because the easiest means of 
production are taken away from us, by being fettered 
with a tax. 
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§ 66 . 

A LAND-TAX, levied in proportion to the rent of land, 
and varying with every variation of rent, is in eifect a 
tax on rent ; and as such a tax will not apply to that land 
wliich yields no rent, nor to the produce of that capital 
which is employed on the land with a view to profit merely, 
and which never pays rent, it will not in any way affect the 
price of raw produce, but will fall wholly on the landlords. 
In ho respect would such a tax differ from a tax on rent. 
But if a land-tax be imposed on all cultivated land, how- 
ever moderate that tax may be, it will be a tax on produce, 
and will therefore raise the price of produce. If No. 3 be 
the land last cultivated, although it should pay no rent, 
it cannot, after the tax, be cultivated, and afford the general 
rate of profit, unless the price of produce rise to meet the 
tax. Either capital will be withheld from that employment 
until the price of corn shall have risen, in consequence of 
demand, sufficiej^ly to afford the usual profit ; or if already 
employed on such land, it wnll quit it, to seek a more ad- 
vantageous employment. The tax cannot be removed to the 
landlord, for by the supposition he receives no rent. Such 
a tax may be proportioned to the quahty of the land and 
the abundance of its produce, and then it differs in no re- 
spect from tithes ; or it may be a fixed tax per acre on all 
land cultivated, whatever its quality may be. 

§ 07. A land-tax of this latter description woidd be a 
very unequal tax, and would I>e contrary to one of the four 
maxims with regard to taxes in general, to which, accord 
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ingto Adam Smith, ^ all taxes should conform. The four 
maxims are as follow : 


1. The subjects of every state ought to contribute 
towards the support of the government, as nearly 
as possible in proportion to their respective abili- 
ties. 

2. “ The tax which each individual is bound to pay ought 

to be certain and not arbitrary! 

3. ** Every tax ought to be levied at the time, or in the 

manner in which it is most likely to be convenient 
for the contributor to pay it. 

4. “ Every tax ought to be so contrived as both to take 

ovTu and to keep out of the pockets of the people as 
little as possible, over and above- what it brings into 
the public treasury of the State.” 


An equal land-tax, imposed indiscriminately and with- 
out any regard to the distinction of its quality, on all land 
cultivated, will raise the price of corn in proportion to 
the tax paid by the cultivator of the land of the worst 
quality. Lands of different quality, with the employment 
of the same capital, will yield very different quantities of 
raw produce. If on the land which yields a thousand 
quarters of com with a given capital, a tax of JBIOO be 
laid, com will rise 2^. per quarter to compensate the 
farmer for the tax. But with the same capital on land of 
a better quality, 2,000 quarters may be produced, which at 
2s. a quarter advance, would give <£200 ; the tax, however, 
bearing equally on both lands will be <£100 on the better 
as well as "on the inferior, and consequently the consumer 
of corn will be taxed, not only to pay the exigencies of the 
State, but also to give to the cultivator of the better land, 
£100 per annum during the period of his lease, and after- 


^ pBk. V., c. ii., pp. 347 h-348.] 
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wards to raise tlie rent of tlie landlord to tLat amouiit.^ A 
tax of this description then would be contrary to the 
fourth maxim of Adam Smith, it would take out and keep 
out of the pockets of the people more than what it brought 
into the treasury of the State. The taille in Prance before 
the Eevolution, was a tax of this descri;^tion ; those lands 
only were taxed, which were held by an ignoble tenure, the 
price of raw produce rose in proportion to the tax, and 
therefore they whose lands were not taxed, were l>enefited 
by the increase of their rent. Taxes on raw produce, as 
well as tithes, are free from this objection : they raise the 
price of raw produce, hut they take from each quality of 
land a contribution in proportion to its actual produce, 
and not in proportion to the produce of that wliich is the 
least productive. 

Prom the peculiar view which Adam Smith took of 
rent, from his not having observed that much capital is 
expended in every country, on the land for which no rent 
is paid, he concluded that all taxes on the land, whether 

^ [TMs is true so far as the immediate effect of the tax is con- 
cerned ; but there can he no doubt that the rise in price thiis 
brought about by the unusually heavy incidence of the land-tax on 
the land lowest in the scale of fertility, on the land, that is, which 
it is just worth while to cultivate, would make it advantageous to 
employ more capital on the more fertile lands. Such capital could 
be employed at above the average profits, since the cost of its 
produce would no^e proportionally affected by the tax, this being 
imposed according to the acreage. In consequence of such em- 
ployment price will tend to fall, and in consequence of such fall a 
certain amount of land will be thrown oat of cultivation. This 
process will continue to take place till the return to the last dose 
of capital applied to these more fertile soils is the same as the 
return to the capital applied to the less fertile soils. Then, and 
not till then, will the process of rearrangement be complete. Then 
too the tax will fall on the consumer, but he will not be taxed as 
Ricardo suggests, ** to raise the rent of the landlord.” In argu- 
ments such as these it is well to remember the assumptions made 
in the theory of Rent. See Appendix B.j 
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tliey were laid on tlie land itself in the form of land-tax or 
tithes, or on the produce of the land, or were taken from 
the profits of the farmer, were all invariably paid by the 
landlord, and that he was in all cases the real contributor, 
although the tax yvas, in general, nominally advanced by 
the tenant. “ Taxes upon the produce of the land,” he 
says, “ are in reality taxes upon the rent ; and though 
they may be originally advanced by the farmer, are finally 
paid by the landlord. When a certain portion of the 
produce is to be paid away for a tax, the farmer computes 
as well as he can, what the value of this portion is, one 
year with another, likely to amount to, and he makes a 
proportioijLable abatement in the rent which he agrees to 
pay to the landlord. There is no farmer who does not 
compute beforehand what the church-tithe, which is a 
land-tax of this kind, is, one year with another, likely to 
amount to*”^ It is undoubtedly true, that the farmer 
does calculate his probable outgoings of all descriptions, 
when agreeing with his landlord for the rent of his fann ; 
and if for the tithe paid to the church, or for the tax on 
the produce of the land, he were not compensated by a 
rise in the relative value of the produce of his farm, he 
would naturally endeavour to deduct them from his rent. 
But this is precisely the question in dispute : whether he 
will eventually deduct them from his rent, or be com- 
pensated by a higher price of produce. ?or the reasons 
which have been already given, I cannot have the least 
doubt but that they would raise the price of produce, 
and consequently that Adam Smith has taken an incorrect 
view of this important question. 

Dr. Smith’s view of this subject is probably the reasoh 
why he has described ‘‘ the tithe, and every other land-tax 
of this kind, under the appearance of perfect equality, as 
very unequal taxes ; a certain portion of the produce being 


[Bk. V,, c, ii, p. 352 b,] 
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in different vsitnations, equivalent to a very different 
portion of tlie rent.’* ^ I have endeavoured to sliow that 
suck taxes do not fall witk unequal weight on the different 
classes of farmers or landlords, as they are both compen- 
sated by the rise of raw produce, and only contribute to 
the tax •in proportion as they are consumers of raw 
produce. Inasmuch indeed as wages, and through wages, 
the rate of profits a;fe affected, landlords, instead of con- 
tributing their full share to such a tax, are the class 
peculiarly exempted. It is the profits of stock, from winch 
that portion of the tax is derived which falls on those 
labourers, who, from the insufficiency of their funds, are 
incapable of paying taxes ; this poii:ion is exclusively 
borne by all those whose income is derived from the em- 
ployment of stock, ^and therefore it in no degree affects 
landlords. 

§ 68. It is not to be inferred from this view of tithes, 
and taxes on the land and its produce, that they do not 
discourage cultivation. Every thing which raises the 
exchangeable value of commodities of any kind, which are 
in very general demand, tends to discourage both cultiva- 
tion and production ; hut this is an evil inseparable from 
all taxation, and is not confined to the particular taxes of 
which we are now speaking. 

This may he considered, indeed, as the unavoidable dis- 
advantage atteuidiug all taxes received and expended by 
the State. Every new tax becomes a new charge on pro- 
duction, and raises natural price. A portion of the labour 
of the country which was before at the disposal of the 
contributor to the tax, is placed at the disposal of the 
State, and cannot therefore be employed productively. 
This portion may become so large, that sufficient surplus 
produce may not be left to stimulate the exertions of 
those who usually augment by their savings the capita] 
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of the State. Taxation has happily never yet in any free 
country been carried so far as constantly from year to year 
to diminish its capital. Such a state of taxation could not 
be long endured ; or if endured, it would be constantly 
absorbing so much of the annual produce of the country 
as to occasion the most extensive scene of misery, famine, 
and depopulation. 

A land-tax, says Adam Smith, “ which, like that of 
Great Britain, is assessed upon each district according to 
a certain invariable canon, though it should be equal at 
the time of its first establishment, necessarily becomes 
unequal in process of time, according to the unequal 
degrees of improvement or neglect in the cultivation of 
the different parts of the country. In England the valua« 
tion according to which the different counties and parishes 
were assessed to the land-tax by the 4th, William and 
Mary, was very unequal, even at its fiirst establishment. 
This tax, therefore, so far offends against the first of the 
four maxims above mentioned. It is perfectly agreeable 
to the other three. It is perfectly certain. The time of 
payment for the tax being the same as that for the rent, is 
as convenient as it can be to the contributor. Though the 
landlord is in all cases the real contributor, the tax is 
commonly advanced by the tenant, to whom the landlord 
is obliged to allow it in the payment of the rent.’* ^ 

If the tax be shifted by the tenant not on the landlord 
but on the consumer, then if it be not unequal at first, it 
can never become so ; for the price of produce has been at 
once raised in proportion to the tax, and will afterwards 
vary no more on that account. It may offend, if unequal, 
as I have attempted to show that it will, against the fourth 
maxim above mentioned, but it will not offend against the 
first. It may take more out of the pockets of the people 
than it brings into the public treasury of the State, but it 
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will not fall nneqnally on any particular class of con- 
tributors. M. Say appears to me to have mistaken the 
nature and effects of the English land-tax, when lie says, 
** Many persons attribute to this fixed valuation, the great 
prosperity of English agriculture. That it has very much 
contribj^ted to it there can be no doubti But what should 
we say to a Grovernnient, which, addressing itself to a 
small trader, should hold this language : * With a small 
capital you are cS^nying on a limited trade, and your 
direct contribution is in consequence very small. Borrow 
and accumulate capital ; extend your trade, so that it may 
procure you immense profits ; yet you shall never pay a 
greater contribution. Moreover, when your successors 
shall inherit your profits, and shall have furthser increased 
them, they shall not be valued higher to them than they 
are to you ; and your successors shall not bear a greater 
portion of the public burdens.* 

Without doubt this would be a great encouragement 
given to manufactures and trade ; but would it be just ? 
Could not their advancement be obtained at any other 
price? In England itself, has not manufacturing and 
commercial industry made even greater progress, since the 
same period, without being distinguished with so much 
partiality? A landlord by his assiduity, economy, and 
skill, increases his annual revenue by 5,000 francs. If the 
State claim of him the fifth part of his augmented income, 
will there noif remain 4,000 francs of increase to stimulate 
his further exertions ? ** ^ 

M. Say supposes, A landlord by his assiduity, economy 
and skill, to increase his annual revenue by 5,000 francs*/’" 
but a landlord has no means of employing his assiduity, 
economy and skill on his land, unless he farms it himself ; 
and then it is in quality of capitalist and farmer that he 

* Econoiwie Politique,’* bk, iii., c. %iii. vol, ii., pp 353-4. j 
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makes the improvement, and not in quality of landlord. 
It is not conceivable that he could so augment the produce 
of his farm by peculiar skill on his part, without first 
increasing the quantity of capital employed upon it. If 
he increased the capital, his larger revenue might bear the 
same proportion to 'his increased capital, as the revenue of 
all other farmers to their capitals 

If M. Say’s suggestion were followed, and the State 
were to claim the fifth part of the augmented income of 
the farmer, it would be a partial tax on farmers, acting on 
their profits, and not aJB^ecting the profits of those in other 
employments. The tax would be paid by all lands, by 
those which yielded scantily as well as by those which 
yielded abundantly ; and on some lands there could be no 
compensation for it by deduction from rent, for no rent is 
paid. A partial tax on profits never falls on the trade on 
which it is laid, for the trader will either quit his employ- 
ment, or remunerate himself for the tax. How those who 
pay no rent could be recompensed only by a rise in the 
price of produce, and thus would M. Say’s proposed tax 
fall on the consumer, and not either on the landlord or 
farmer. 

If the proposed tax were increased in proportion to the 
increased quantity or value, of the gross produce obtained 
from the land, it would differ in nothing from tithes, and 
would equally be transferred to the consumer. Whether 
then it fell on the gross or on the net produce of land, it 
would be equally a tax on consumption, and would only 
affect the landlord and farmer in the same way as other 
taxes on raw produce. 

If no tax whatever had been laid on the land, and the 
same sum had been raised by any other means, agriculture 
tvould have flourished at least as well as it has done ; for 
it is impossible that any tax on land can be an encourage'- 
ment to agriculture; a moderate tax may not, and probably 
does not, greatly prevent, but it cannot encourage produc- 
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tion. Tlie Englisli GoverBment has held no such language 
as M. Say has supposed. It did not promise to exempt 
the agricultural class and their successors from all future 
taxation, and to raise the further supplies -which the State 
might require, from the other classes of society ; it said 
only, ** ia this mode we will no further burthen the land ; 
but we retain to ourselves the most perfect liberty of 
making you pay, m^er some other form, your full quota 
to the future exigencies of the State.’’ 

Speaking of taxes in kind, or a tax of a certain propor- 
tion of the produce, which is precisely the same as tithes, 
M. Say says, ‘‘This mode of taxation appears to be the 
most equitable ; there is, however, none which Jis less so : 
it totally leaves out of consideration the advances made by 
the producer ; it is* proportioned to the gross, and not to 
the net revenue. Two agriculturalists cultivate different 
kinds of raw produce: one cultivates corn on middling 
land, his expenses amounting annually on an average to 

8.000 francs : the raw produce from his lands sells for 

12.000 francs ; he has then a net revenue of 4,000 francs. 

“ His neighbour has pasture or wood land, which brings 

in every year a like sum of 12,000 francs, but his ex|>enses 
amount only to 2,000 francs. He has therefore on an 
average a net revenue of 10,000 francs. 

“ A law ordains that a twelfth of the produce of all the 
fruits of the earth be levied in kind, whatever they may 
be. From tbe first is taken in consequence of this law, 
com of the value of 1,000 francs ; and from the second, 
hay, cattle, or wood, of the same value of 1,000 francs. 
What has happened ? From the one, a quarter of his net 
income, 4,000 francs, has been taken; from the other, 
whose income was 10,000 francs, a tenth only has been 
taken. Income is tbe net profit which remains after re- 
placing the capital exactly in its fomier state. Has a 
merchant an income equal to all the sales which he makes 
in the course of a year ? certainlv not : his income only 
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amounts to tlie excess of liis sales above bis advances, 
and it is on this excess only that taxes on income should 
fall.’’ ' 

M. Say’s error in the above passage lies in snpposing 
that because the value of the produce of one of these two 
fai'ms, after reinstating the capital, is greater %han the 
value of the produce of the other, on that account the net 
income of the cultivators will difer b^ the same amount. 
The net income of the landlords and tenants together of 
the wood land, may be much greater than the net income 
of the landlords and tenants of the corn land ; but it is on 
account of the diference of rent, and Hot on account of 
the difeimce in the rate of profit. M. Say has wholly 
omitted the consideration of the difierent amount of rent, 
which these cultivators would have to pay. There cannot 
be two rates of profit in the same employment, and there- 
fore when the value of produce is in different proportions 
to capital, it is the rent which will differ, and not the 
profit. Upon what pretence would one man with a capital 
of 2,000 francs, be allowed to obtain a net profit of 10,000 
francs from its employment, whilst another, with a capital 
of 8,000 francs, would only obtain 4,000 francs? let 
M. Say make a due allowance for rent ; let him further 
allow for the effect which such a tax would have on the 
prices of these different kinds of raw produce, and he will 
then perceive that it is not an unequal ^ax, and further 
that the producers themselves will no otherwise contribute 
to it, than any other class of consumers. 


{Ibid., pp, 344, 350.] 
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rise in tlie price of commodities, in consequence of 
^ taxation or of difficulty of production, -will in all cases 
ultimately ensue ; but tlie duration of tbe interval, before 
tbe market price will conform to tlie natural price, must 
depend on tbe nature of tbe commodity,'^and on tbe 
facility witb wbidli it can be reduced in quantity. If tbe 
quantity of tbe commodity taxed could not be diminisbed, 
if tbe capital of tbe farmer or of tbe batter for instance, 
could not be mtbdrawn to other employments, it would be 
of no consequence tbat tbeir profits were reduced below 
tbe general level by means of a tax ; unless tbe demand 
for tbeir commodities should increase, they would never be 
able to elevate tbe market price of com and of bats up to 
tbeir increased natural price. Tbeir threats to leave tbeir 
employments, and remove tbeir capitals to more favoured 
trades, would be treated as an idle menace which could not 
be carried into effect ; and consequently tbe price would 
not be raised by diminisbed production. Commodities, 
however, of all descriptions can be reduced in quantity, 
and capital can be removed from trades which are less 
profitable to those which are more so, but with different 
degrees of rapidity. In proportion as the supply of a 
particular commodity can be more easily reduced, without 
inconvenience to the producer, the price of it will more 
quickly rise after the difficulty of its production has been 
increased by taxation, or by any other means. Corn being 
a commodity indispensably necessary to every one, little 
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e:ffect *will be produced on the demand for it in con- 
sequence of a tax, and therefore the 'supply would not 
probably be long excessive, even if the producers had 
great difficulty in removing their capitals from the land. 
For this reason, the price of corn will speedily be raised by 
taxation, and the farmer will be enabled to transfer the 
tax from himself to the consumer. 

If the mines which supply us with ^ gold were in this 
country, and if gold were taxed, it could not rise in 
relative value to other things, till its quantity were re- 
duced. This would be more particularly the case, if gold 
were used exclusively for money. It is true that the least 
productive mines, those which paid no rent, could no 
longer be worked, as they could not afford the general 
rate of profits till the relative value of gold rose, by a sum 
equal to the tax. The quantity of gold, and, therefore, 
the quantity of money would be slowly reduced : it would 
be a little diminished in one year, a little more in another, 
and finally its value would be raised in proportion to the 
tax ; but in the interval, the proprietors or holders, as 
they would pay the tax, would be the sufferers, and not 
those who used money. If out of every 1,000 quarters of 
wheat in the country, and every 1,000 produced in future, 
G-overnment should exact 100 quarters as a tax, the re- 
maining 900 quarters would exchange for the same 
quantity of other commodities that 1,000 did before ; but 
if the same thing took place with respect to gold, if of 
every .£1,000 money now in the country, or in future to be 
brought into it, Government could exact ^100 as a tax, 
the remaining .£900 would purchase very little more than 
£900 purchased before. The tax would fall upon him,*- 
whose property consisted of money, and would continue to 
do so till its quantity were reduced in proportion to the 
increased cost of its production caused by the tax. 

§ 70. This, perhaps, would be more particularly the 
case with respect to a metal used for money, than any 
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otlier commodity ; because the demand for money is not 
for a definite quantity, as is the demand for clothes, or 
for food-^ The demand for money is regulated entirely by 
its value, and its value by its quantity. If gold were of 
double the value, half the quantity would perform the 
same fimctions in circulation, and if if were of half the 
value, double the quantity would he required. If the 
. market value of corn be increased one tenth by taxation, 
or by difficulty of production, it is doubtful whether ary 
effect whatever would be produced on the quantity con- 
sumed. because every man’s want is for a definite quantity, 
and, thei’efore, if he has the means of purchasing, he will 
continue to consume as before: but for 3j[ioney, tie 
demand is exactly proportioned to its value. hTo man 
could consume twfce the quantity of corn, which is usually 
necessary for his support, but every man purchasing and 
selling only the same quantity of goods, may be obliged to 
em^ffoy twice, thrice, or any number of times the same 
quantity of money. 

^ [The argument seems somewhat conlusefi, since a diminution 
in the demand for money (gold) only takes place as its value rises; 
and therefore the value of the £900 left (see above) would con- 
tinually tend to increase. All we can say is, that it would not 
increase so much as if the demand measured quantitatively w^ere 
less dependent on the value of the money (gold), and absolutely 
inelastic. 

Ricardo’s main position is, however, perfectly sound. The real 
value or cost of production value of a commodity being increased 
by taxation, the rapidity with which the market value will 
conform to this new real value will depend on (f<) the facility or 
difficulty of diminishing the supply ; { 0 ) the inelasticity or elasticity 
.of the demand. Now, in the case of gold, the supply or quantity 
in the market changes but slowly, while the demand is singularly 
iiexible. But we must note, as above, tiiat the demand de[>endH on 
the value. Of course it is po-ssibie tJiat a change in habit might 
lead to an increased rapidity of drculation, and, therefore, to a 
tlecrease in the quantitative demand. This cannot, however, be 
assumed.] 
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Tlae argument which I have just been using, applies 
only to those states of society in which the precious metals 
are used for money, and where paper credit is not estab- 
lished. The metal gold, like all other commodities, has 
its value in the market ultimately regulated by the com- 
parative facility or difficulty of producing it ; and although 
from its durable nature, and from the difficulty of re- 
ducing its quantity, it does not readily bend to variations 
in its market value, yet that difficulty 'is much increased 
from the circumstance of its being used as money. If 
the quantity of gold in the market for the purpose of 
commerce only, were 10,000 ounces, and the consumption 
in our manufactures were 2,000 ounces annually, it might 
be raised oTIe fourth, or 25 per cent, in its value, in one 
year, by withholding the annual supply ; but if in con- 
sequence of its being used as money, the quantity em- 
ployed were 100,000 ounces, it would not be raised one 
fourth in value in less than ten years. As money made 
of paper may be readily reduced in quantity, its value, 
though its standard were gold, would be increased as 
rapidly as that of the metal itself would be increased, if 
the metal, by forming a very small part of the circulation, 
had a very slight connexion with money. 

§ 71. If gold were the produce of one country only, 
and it were used universally for money, a very consider- 
able tax might be imposed on it, which would not fall on 
any country, except in proportion as they used it in manu- 
factures, and for utensils; upon that portion which was 
used for money, though a large tax might be received, 
nobody would pay it.^ This is a quality peculiar to 

^ [The tax here considered is one on production. As is pointed 
out a page or two further on, there would be an undeniable indi- 
vidual loss inflicted on the owners of those mines which would fall 
into disuse. Furthermore there would be some temporary losses, 
while it may be questioned whether all coimtries would not be 
inconvenienced by having to conduct their business with an in- 
sufficient currency.] 
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money. All other commodities of wMch there exists a 
limited quantity, and which cannot he increased by com- 
petition, are dependent for their yalne, on the tastes, the 
caprice, and the power of purchasers; but money is a 
commodity which no country has any wish or necessity to 
increase^: no more advantage results irom using twenty 
millions, than from using ten millions of currency. A 
country might have a monopoly of silk, or of wine, and 
yet the prices of silks and wine might fall, because from 
caprice or fashion, or taste, cloth and brandy might be 
preferred, and substituted; the same effect might in a 
degree take place with gold, as far as its use is confined to 
manufactures : but while money is the general medium 
of exchange, the demand for it is never a matte? of choice, 
but always of necessity : you must take it in exchange for 
your goods, and, therefore, there are no limits to the 
quantity which may be forced on you by foreign trade, if 
it fall in value ; and no reduction to which you must not 
submit, if it rise. You may, indeed, substitute paper 
money, but by this you do not, and cannot lessen the 
quantity of money, for that is regulated by the value of 
the standard for which it is exchangeable ; it is only by 
the rise of the price of commodities, that you can prevent 
them from being exported from a country where they are 
purchased with little money, to a country where they can 
be sold for more, and this rise can only he effected by an 
importation of* metallic money from abroad, or by the 
creation or addition of paper money at home. If then the 
King of Spain, supposing him to be in exclusive posses- 
sion of the mines, and gold alone to be used for money, 
were to lay a considerable tax on gold, he would very 
•much raise its natural value ; and as its market value in 
Europe is ultimately regulated by its natural value in 
Spanish America, more commodities would be given by 
Europe for a given quantity of gold. But the same 
quantity of gold would not be produced in America, as its 
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value wuia only be increased in proportion to the diminu- 
tion of quantity consequent on its increased cost of pro- 
duction No more goods then would be obtained in 
America, in exchange for all their gold exported, than 
before- and it may be asked, where then would be the 
benefit’ to Spain and her Colonies ? The benefit would he 
this that if less gold were produced, less capital would be 
employed in producing it; the same value of goods from 
Europe would be imported by the employment of the 
smaller capital, that was before obtained by the employ- 
ment of the larger ; and, therefore, all the productions 
obtained by the employment of the capital withdrawn 
from the would be a benefit which Spam would 

derive from the imposition of the tax. and which she could 
not obtain in such abundance, or with such certainty, by 
possessing the monopoly of any other commodity what- 
ever From such a tax, as far as money was concerned, 
the nations of Europe would suffer no injury whatever ; 
they would have the same quantity of goods, and eon- 
sequently the same means of enjoymeiat as before, but 
these goods would be circulated with a less quantity, 

because a more valuable money. . j: 

If in consequence of the tax, only one tenth of the 
present qmmtity of gold were obtained from the mines, 
that tenth would be of equal value with the ten tenths 
now produced. But the King of Spain is not exclusively 
in possession of the mines of the precious metals; and if 
he were, his advantage from their possession, and the 
power of taxation, would be very much reduced by the 
limitation of demand and consumption in Europe, in con- 
sequence of the universal substitution, in a greater or less' 
degree, of paper money. The agreement of the market 
and natural prices of all commodities, depends at all 
times on the facility with which the supply can he in- 
creased or diminished. In the ease of gold, houses, and 
kbour, as well as many other things, this effect cannot, 
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Tinder some eireiimstances, be speedily produced. But it 
is different with those commodities which are consumed 
and reproduced from year to year, such as hats, shoes, 
corn, and cloth ; they may be reduced, if necessary, and 
the inteiYal cannot be long before the supply is contracted 
in proportion to the increased charge o^roducing them. 

A tax’* on raw produce from the surface of the earth, 
will, as we haye seen, fall on the consumer, and will in no 
way affect rent ; unless by diminishing the funds for the 
maintenance of labour, it lowers wages, reduces the popu« 
lation, and diminishes the demand for corn. But a tax on 
the produce of gold mines must, by enhancing the value of 
that metal, necessarily reduce the demand for it, and must 
therefore necessarily displace capital from the employment 
to which it was applied, notwithstanding then, that 
Spain would derive ail the benefits which I have stated 
from a tax on gold, the proprietors of those mines from 
which cajiital was withdrawn would lose all their rent. 
This would be a loss to individuals, but not a national 
loss ; rent being not a creation, but merely a transfer of 
wealth: the King of Sjmin, and the proprietors of the 
mines which continued to be worked, would together re- 
ceive not only all that the liberated capital produced, but 
all that the other proprietors lost. 

Suppose the mines of the 1st, 2nd, and 3rd quality to be 
19'orked, and to produce respectively 100, 80, and 70 pounds 
weight of gold, and therefore the rent of Ko. 1 to be thii'ty 
pounds, and that of Ko. 2 ten pounds. Suppose now the 
tax to be seventy pounds of gold per annum on each mine 
worked ; and consequently that Ko. 1 alone could be pro- 
fitably worked ; it is evident that all rent would immediately 
disappear. Before the imposition of the tax, out of the 
100 pounds produced on Ko. 1, a rent was paid of thirty 
pounds, and the worker of the mine retained seventy, a sum 
equal to the produce of the least productive mine. The 
value, then, of what remains to the capitalist of the mine 
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No. 1, must be tbe same as before, or be would not obtain 
the common profits of stock ; and, consequently, after pay- 
ing seventy out of Ms 100 pounds for tax, tbe value of tbe 
remaining thirty must be as great as tbe value of seventy 
was before, and therefore tbe value of tbe whole hundred 
as great as 233 po*^nds before. Its value might be higher, 
bat it could not be lower, or even this mine would*cease to 
be worked. Being a monopolised commodity, it could ex- 
ceed its natural value, and then it would pay a rent equal 
to that excess; but no funds would be employed in the 
mine, if it were below this value. In return for one third 
of the labour and capital employed in the mines, Spain 
would obtain as much gold as would exchange for the 
same, or very nearly the same quantity of commodities as 
before. She would be richer by the produce of the two 
thirds liberated from the mines. If the value oi the 100 
pounds of gold should be equal to that of the 250 pounds 
extracted before ; the King of Spain’s portion, his seventy 
pounds, would be equal to 175 at the former value; a 
small part of the King’s tax only would fall on his own 
subjects, the greater part being obtained by the better dis- 
tribution of capital. 

The account of Spain would stand thus : 

Formerly produced : 

Gold 250 poimds, of the value of (suppose) . . . 

Now produced : 

By the two capitalists who quilted the mines, 'k 
the same value as 140 pounds of gold formerly j- 

exchanged for ; equal to J 

By the capitalist who works the mine, No. 1,' 
thirty pounds of gold, increased in value, as 1 - 
to 2|, and therefore now of the value of . . . 

Tax to the King seventy pounds, increased also'i 
in value as 1 to 2J, and therefore now of the j- 
valne of J 


10,000 yards of 
cloth. 


5,600 yards of 
cloth. 

3.000 yards of 
doth. « 

7.000 yards of 
cloth. 


15,600 
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Of tlie 7,000 received by tlie King, tbe people of Spain 
•would contribute o\jly 1,400, and 5,600 would be pure gain, 
ejffected by the liberated capital. 

If the tax, instead of being a fixed sum per mine worked, 
were a certain portion of its produce, tbe quantity would 
not be immediately reduced in consequence. If a lialf, a. 
fourth, or a third of each mine were taken for the tax, it 
would nevertheless be the interest of the proprietors to 
make their mines }4eld as abundantly as before ; but if the 
quantity were not reduced, but only a part of it transferred 
from the proprietor to the king, its value would not rise ; 
the tax would fall on the people of the colonies, and no 
advantage would be gained. A tax of this kind would 
have the effect that Adam Smith supposes t^es on ra-w 
produce would liaye on the rent of land — it would fall 
entirely on the rent of the mine. If pushed a little further, 
indeed, the tax would not only absorb the whole rent, but 
would deprive the worker of the mine of the common pro- 
fits of stock, and he would consequently withdraw his 
capital from the production of gold. If still further ex- 
tended, the rent of still better mines would be absorbed, 
and capital would be fmrther withdra-wn; and thus the 
quantity would be continually reduced, and its value raised, 
and the same effects would take place as we have already 
pointed out ; a part of the tax would be paid by the people 
of the Spanish colonies, and the other part would be a new 
creation of produce, by increasing the power of the instru- 
ment used as a medium of exchange. 

Taxes on gold are of two kinds, one on the actual 
quantity of gold in circulation, the other on the quantity 
tiiat is annually produced from the mines. Both have a 
•tendency to reduce the quantity, and to raise the value of 
gold ; but by neither will its value be raised till the quan- 
tity is reduced, and therefore such taxes will fall for a 
time, until the supply is diminished, on the proprietors of 
money, but ultimately that part which will permanently 
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fall on the community, will be paid by tbe owner of tbe 
mine in the reduction of rent, and by the purchasers of 
that portion of gold, which is used as a commodity con- 
tributing to the enjoyments of mankind, and not set apart 
Bxclnsiyely for a circulating medium. 



CHAPTER XIV.— TAXES ON HOUSES. 

§ 72. ^ ^ 

'^HERB are also other commodities besides gold which 
cannot be speedily reduced in quantity ; any tax on 
which will therefore fall on the proprietor, if the increase 
of price should ^ lessen the demand. 

Taxes on houses^are of this description ; though laid on 
the occupier, they will frequently fail by a diminution of 
rent on the landlord. The produce of the land is consumed 
and reproduced from year to year, and so are many other 
commodities ; as they may therefore be speedily brought 
to a level with the demand, they cannot long exceed their 
natural price. But as a tax on houses may be considered 
in the light of an additional rent paid by the tenant, its 
tendency will be to diminish the demand for houses of the 
same annual rent, without diminishing their supply* Rent 
will therefore fall, and a part of the tax that ^ will be paid 
indirectly by the landlord. 

§ 73. The mnt of a house, says Adam Smith, may 
be distinguished into two parts, of which the one may 
very properly be called the building rent, the other is com- 
monly called the ground rent. The building rent is the 
interest or profit of the capital expended in building the 
house. In order to put the trade of a builder upon a level 
with other trades, it is necessary that this rent should be 
sufficient first to pay the same interest which he would 

^ [ie., if a diminution in demand shoxild be brought about by 
an increase in price.] 

“ that * to be omitted or read “then.”] 
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have got for his capital, if he had lent it upon good 
security; and, secondly, to keep the house in constant 
repair, or what comes to the same thing, to replace within 
a certain term of years the capital which had been employed 
in building it.”^^ “If in proportion to the interest of 
money, the trade of the builder a:ffords at any tim^ a much 
greater profit than this, it will soon draw so much capital 
from other trades, as will reduce the profit to its proper 
level. If it affords at any time much less than this, other 
trades will soon draw so much capital from it as will again 
raise that profit. Whatever part of the whole rent of a 
house is over and above what is sufficient for affording 
this reasonable profit, naturally goes to the ground rent ; 
and where the owner of the ground, and the owner of the 
building, are two different persons, it is in most cases com- 
pletely paid to the former. In country houses, at a distance 
from any great town, where there is a plentiful choice of 
ground, the ground rent is scarcely any thing, or no more 
than what the space upon which the house stands, would 
pay employed in agriculture. In country villas, in the 
neighbourhood of some great town, it is sometimes a good 
deal higher, and the peculiar conveniency, or beauty of 
situation, is there frequently very highly paid for. Ground 
rents are generally highest in the capital, and in those 
particular parts of it, where there happens to be the greatest 
demand for houses, whatever be the reason for that demand, 
whether for trade and business, for pleasure and society, 
or for mere vanity and fashion.” ^ A tax on the rent of 
houses may either fall on the occupier, on the ground land- 
lord, or on the building landlord. In ordinary cases it 
may be presumed, that the whole tax would be paid both 
immediately and finally by the occupier. 

If the tax be moderate, and the circumstances of the 
country such, that it is either stationary or advancing, 
there would be little motive for the occupier of a house to 
^ [Bk. V., c. ii, p. 354 a.] ^ [75., and p. 354 !>.] 
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content Mmself witli one of a worse description. But if 
tlie tax be Mgb, or«,nj other circmnstances should diminish 
the demand for houses, the landlord's income would fall, 
for the occupier would be partly compensated for the tax 
by a diminution of rent. It is, however, difficult to say, 
in what^roportions that part of the tax, which was saved 
by the occupier by a fall of rent, would fall on the building 
rent and the ground rent. It is probable that, in the first 
instance, both wouffl. be affiected ; but as houses are, though 
slowly, yet certainly perishable, and as no more would be 
built, till the profits of the builder were restored to the 
general level, building rent would, after an interval, be 
restored to its natural price. As the builder receives rent 
only whilst the building endures, he could pay no part of 
the tax, under the most disastrous circumstances, for any 
longer period. 

The payment of this tax, then, would ultimately fall on 
the occupier and ground landlord, hut, ** in what propor- 
tion, this final payment would be divided between them,” 
says Adam Smith, “ it is not perhaps very easy to ascertain. 
The division would probably be very different in different 
circumstances, and a tax of this kind might, according to 
those different circumstances, affect very unequally both 
the inhabitant of the house, and the owner of the 
groxmd.” ^ 

Adam Smith considers ground rents as peculiarly fit 
subjects for faxation. “Both ground rents, and the 
ordinary rent of land,” he says, “ are a species of revenue, 
which the owner in many cases enjoys, without any care or 
attention of his own. Though a part of this revenue 
should be taken from him, in order to defray the expenses 
of the State, no discouragement will thereby be given to 
any sort of industry. The annual produce of the land and 
labour of the society, the real wealth and revenue of the 
great body of the people might be the same after such a 
^ Bk. V., c. ii [p. 
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tax as before. Ground rents, and the ordinary rent of 
land are, therefore, perhaps, the specie§ of revenue, which 
can best bear to ha^e a peculiar tax imposed upon them.’’ ^ 
It must be admitted that the effects of these taxes would 
be such as Adam Smith has described ; but it would surely 
be very unjust, to lax exclusively the revenue of any parti- 
cular class of a community.^ The burdens of the State 
should be borne by all in proportion t^ their means : this 
is one of the four maxims mentioned by Adam Smith, 
which should govern all taxation. Eent often belongs to 
those who, after many years of toil, have realised their 
gains, and expended their fortunes in the purchase of land, 
or houses ; and it certainly would be an infringement of 
that principle which should ever be held sacred, the 
security of property, to subject it to unequal taxation. It 
is to be lamented, that the duty by stamps, with which the 
transfer of landed property is loaded, materially impedes 
the conveyance of it into those hands, where it would pro- 
bably be made most productive. And if it be considered, 
that land, regarded as a fit subject for exclusive taxation, 
would not only be reduced in price, to compensate for the 
risk of that taxation, but in proportion to the indefinite 

^ [Bk. v., e. ii., p. 356 a.] 

^ [This passage and those immediately following display accur- 
ately the position which Kicardo held with reference to the treat- 
ment of the owners of landed property. He alleged two objections 
to making land the sole object of taxation: 1. Injustice. 2. The 
consequent increase of speculation in land. 

It is, however, doubtful whether the second objection would be 
valid in the case of nationalization, provided that such be Mro^ 
d%t€€.d without any general disturbance of security. As to the 
former, we cannot say -what Ricardo's position would have been 
with reference to a scheme which, like that detailed in Wallace, 
** Land Nationalization,” provides for the full satisfaction of life 
interests. To Mill, of course, such a scheme would lia\’?e appeared 
almost without objection, so strong ivere the opinions he held as to 
the regulation of testamentary powers hy the legislation. RicardO| 
however, has left no clue to his opinions.] 
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nature and uncertain value of tlie risk, would become a fit 
subject for speculations, partaking more of tbe nature of 
gambling, tkan of sober trade, it will appear probable, that 
the hands into which land would in that case be most apt 
to fall, would be the hands of those, who possess more of 
the qualities of the gambler, than of fie qualities of the 
sober-minded proprietor, who is likely to employ his land 
to the greatest advantage. 



CHAPTER XV.— TAXES ON PROFITS. 

§? 4 . 

'^AXES on those commodities, which are generally 
^ denominated luxuries, fall on those only who maice 
use of them. A tax on wine is paid by the consumer of 
wine. A tS,x on pleasure horses, or on coaches, is paid by 
those who provide for themselves suck enjoyments, and 
in exact proportion as they provide them. But taxes on 
necessaries do not a:ffect the consumers of necessaries, in 
proportion to the quantity that may be consumed by them, 
but often in a much higher proportion. A tax on corn, we 
have observed, not only affects a manufacturer in the pro- 
portion that he and his family may consume com, but it 
alters the rate of profits of stock, and therefore also affects 
his income. "Whatever raises the wages ^ of labour, lowers 
the profits of stock ; therefore every tax on any commodity 
consumed by the labourer, has a tendency to lower the rate 
of profits. 

A tax on hats will raise the price of ffats ; a tax on 
shoes, the price of shoes ; if this were not the case, the tax 
would be finally paid by the manufacturer; his profits 
would be reduced below the general level, and he would 
quit his trade. A partial tax on profits will raise the price 
of the commodity on which it falls : a tax, for example, on 
the profits of the hatter, would raise the price of hats ; for 
if his profits were taxed, and not those of any other trade, 
his profits, unless he raised the price of his hats, would be 
* [Real] 
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below tlie general rate of profits, and lie would quit his 
employment for another. 

In the same manner, a tax on the proj^s of the farmer 
would raise the price of corn ; a tax on the profits of the 
clothier, the price of cloth ; and if a tax in proportion to 
profits were laid on all trades, every c^imodity would be 
raised in price. But if the mine, which supplied us with 
the standard of our money, were in this country, and the 
profits of the miner were also taxed, the price of no com- 
modity would rise, each man would give an equal propor- 
tion of his income, and every thing would be as before. 

If money be not taxed, and therefore be permitted to 
preserve its value, whilst every thing else is taxed, and is 
raised in value, the hatter, the farmer, and clothier, each 
employing the sanie capitals, and obtaining the same pro- 
fits, will pay the same amount of tax. If the tax be J01OO, 
the hats, the cloth, and the corn, will each be increased in 
value ^100. If the hatter gains by his hats ^£1,100, instead 
of .£1,000, he will pay £100 to Government for the tax ; 
and thei'etore will still have £1,000 to lay out on goods for 
his own consumption. But as the cloth, com, and all 
other commodities, will be raised in price from the same 
cause, he vrill not obtain more for his £1,000 than he before 
obtained for £910, and thus will he contribute by his 
diminished expenditure to the exigencies of the State ; he 
will, by the payment of the tax, have placed a portion of 
the produce of the land and labour of the country at the 
disposal of Government, instead of using that portion him- 
self. If instead of expending his £1,000, he adds it to his 
capital, he will find in the rise of wages, and in the in- 
, creased cost of the raw material and machinery, that his 
saving of £1,000 does not amount to more than a saving of 
£910 amounted to before. 

If money be taxed, or if by any other cause its value be 
altered, and all commodities remain precisely at the same 
price as before, the profits of the manufacturer and farmer 
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will also be tbe same as before, they will contiime to be - 
<£1,000 ; and as they will each have to pay £100 to G-overn- 
ment, they will retain only £900, which will give them a 
less command over the produce of the land and labour of 
the country, whether they expend it in productive or un- 
productive labour.^ Precisely what they lose, Government 
will gain. In the first case the contributor to the tax 
would, for £1,000, have as great a quantity of goods as he 
before had for £910 ; in the second, he would have only as 
much as he before had for £900, for the price of goods 
would remain unaltered, and he would have only £900 to 
expend. This proceeds from the difference in the amount 
of the tax ; in the first case it is only an eleventh of his 
income, in the second it is a tenth ; money in the two cases 
being of a different value. 

§ 75. But although, if money be not taxed, and do not 
alter in value, all commodities will rise in price, they will 
not rise in the same proportion ; they wiU not after the 
tax bear the same relative value to each other which they 
did before the tax. In a former part of this work, we dis- 
cussed the effects of the division of capital into fixed and 
circulating, or rather into durable and perishable capital, 
on the prices of commodities. We showed that two manu- 
facturers might employ precisely the same amount of 
capital, and might derive from it precisely the same 
amount of profits, but that they would sell, their commo- 
dities for very different sums of money, according as the 
capitals they employed were rapidly, or slowly, consumed 
and reproduced.^ The one might sell Ins goods for £4,000, 
the other for £10,000, and they might both employ 
£10,000 of capital, and obtain 20 per cent, profit or 
£2,000.’^ The capital of one might consist, for example, of 
£2,000 circulating capital, to be reproduced, and £8,000 
fixed, in buildings and machinery ; the capital of the other, 
on the contrary, might consist of £8,000 of circulating, and 

' [§ 1B.3 " ^ [Of. Mill, “Principles,” bk. v., iv., § 1.] 
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of only ^2,000 iBxed capital in macliinery and buildings. 
Now, if each of tbe^e persons were to be taxed ten per cent, 
on bis income, or ^200, tbe one, to make bis business yield 
bim tbe general rate of profit, must raise bis goods from 
.£10,000 to £10,200 ; tbe other would also be obliged to 
raise tbe price of bis goods from £4,000 Jo £4,200. Before 
tbe tax, fbe goods sold by one of these manufacturers were 
2| times more valuable than tbe goods of tbe other ; after 
tbe tax they will be £*42 times more valuable : tbe one kind 
will have risen two per cent. ; tbe other five per cent. : 
consequently a tax upon income, whilst money continued 
unaltered in value, would alter tbe relative prices and 
value of commodities. This would be true also, if the tax 
instead of being laid on the profits, were laid •n tbe com- 
modities tbemselvq|3 : provided they were taxed in propor- 
tion to tbe value of the capital employed on their pro- 
duction, they would rise equally, whatever might be their 
value, and therefore they would not preserve tbe same 
proportion as before. A commodity, which rose from ten 
to eleven thousand pounds, would not bear tbe same 
relation as before, to another which rose from 2 to £3,000. 
If under these circumstances, money rose in value, from 
whatever cause it might proceed, it would not affect the 
prices of commodities in the same proportion. Tbe same 
cause which would lower tbe price of one from £10,200 to 
£10,000 or less than two per cent., would lower tbe price of 
tbe other from*£4,200 to £4,000 or 4f per cent. If they 
fell in any different proportion, profits would not be equal; 
for to make them equal, when tbe price of the first com^ 
modity was £10,000, the price of the second should be 
£4,000 ; and when tbe price of the first was £10,200, tbe 
-price of tbe other should be £4,200.^ 

^ [The important principle laid down in the following passage 
depends, as we shall see, on something stronger than the illustration 
which Ricardo furnishes here. This illustration is not fully worked 
out. It is not so, because Ricardo did not take into account the 



190 POLITICAL ECOJTOMY. [cHAP. XV. 

The consideration of this fact will lead to the under- 
standing of a very important principlp, which, I believe, 
has never been adverted to. It is this ; that in a country 
where no taxation subsists, the alteration in the value of 
money arising from scarcity or abundance will operate in 

fact that an alteratfjn in price would aftect the moi^^ey values 
of capital as well as the money values at which the commodities 
sell to the public. Let us consider the illustration more closely. 
A two per cent, reduction will reduce- £10,200 to £10,000 
approximately {£9,996 exactly); in the case of £4,200 the reduced 
price will be £4,116. But in the earlier case, the money value of 
the circulating capital which has to be replaced will fall to £7,840, 
in the latter to £1,960. Now, if we subtract these from the 
respective prices, we have in each case a sum of £2,156 as profit, 
plus tax, on^the total capital employed. If £200 he still paid as 
tax we shall have remaining £1,956 as profit on total capital 
(reduced to new value) £9,800, in place of £1,960, which would be 
profit at 20 per cent. So far as the two commodities in question 
are concerned, there is no alteration in respective profits. In both 
cases the rate of profit is lowered, because in both cases the tax 
when reckoned in the price has been reduced, while the Govern- 
ment by supposition continues to exact the same fixed sum of 
£200. If it only exacted £1 6, then the rate of profit would 
remain at 20 per cent. 

It may, however, he assumed that the tax is a fixed sum. There- 
fore it is clear that capital would gradually be withdrawn from 
employment in the production of commodities thus taxed. The 
converse will he the case if money, in place of rising, fall in value. 
This is what Kicardo asserts. The reason is clear. If all prices 
rise equally through an alteration in the quantity of money, the 
producers of taxed commodities will make an addition to their pro- 
fits, inasmuch as they will reap the benefit on the increase which 
takes place on the amount of the tax. Thus, if we take a commo- 
dity valued at £10,200, the £200 being a tax, and suppose a general 
rise in price of one hundred per cent., the new price will be 
£20,400, and if the tax remain £200, the manufacturer will 
obviously make an additional profit of £200* Capital then will*" 
flow into such employment. 

This will not continue, and after a few oscillations prices will be 
so adjusted as to cause a distribution of capital similiar to that 
which existed before. How will prices be affected ? The alterations 
in the value of money will afiect that part of the price which re- 
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an equal proportion on tlie prices of all commodities ; tliat 
if a commodity of ^1,000 value rise to .£1,200, or fall to 
<£800, a commodity of <£10,000 value will rise to ^12,000 or 
fall to £8,000 ; but in a country where prices are artificially 
raised by taxation, the abundance of money from an influx, 
or tlie exportation and consequent scarcity of it from 
foreign demand, will not operate in till same proportion 
on the prices of all commodities ; some it will raise or 
lower 5, 6, or 12 pei* cent., others 8, 4, or 7 per cent. If a 
country were not taxed, and money should fall in value, 
its abundance in every market would produce similar effects 
in each. If meat rose 20 per cent., bread, beer, shoes, 
labour, and every commodity, would also rise 20 per cent. ; 
it is necessary they should do so, to secure to each trade 
the same rate of profits. But this is no longer true when 
any of these commodities is taxed ; if, in that case, they 
should all rise in proportion to the fall in the value of 
money, profits would be rendered unequal ; in the case of 
the commodities taxed, profits would be raised above the 

mains after the tax is deducted. This done, the new price will be 
formed of this part and the tax. 

But now it remains to inquire how this adjustment will take 
place in the case of those commodities which are, as Ricardo says, 
produced by the same amount of capital (differently distributed), 
but sold at different prices. Let us proceed to investigate the pre- 
vious illustration. The gross prices are not affected by the altera- 
tion in the value^of money. That only operates on the remaining 
parts, iA, £10,000 and £4,000. A two per cent, reduction makes 
these respectively £9,800 and £3,920, and the gross prices are 
£10,000 and £4,120. The prices alter, but not in the same propor- 
tion. The alteration from £10,200 to £10,000 being at the rate 
of 1 *960 p.c. , from £4,200 to £4, 120 at the rate of 1 *907 p.c. This, 
♦we must notice, is entirely different from the rates of alteration 
mentioned in the text, where no notice is taken of the alterations 
effected in the value of the capital. £200 being a more important 
sum compared with £4,000 than with £10,000, it is only natural 
that the total reduction in the former case is at a less rate than in 
the latter.] 
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general level, and capital would be removed from one 
employment to another, till an equilibrium of profits was 
restored, which could only be, after the relative prices 
were altered. 

Will not this principle account for the difei'ent effects, 
which it was remarked were produced on the prices of 
commodities, from? the altered value of money dhring the 
Bank-restriction ? It was objected to those who contended 
that the currency was as that period depreciated, from the 
too great abundance of the paper circulation, that, if that 
were the fact, all commodities ought to have risen in the 
same proportion ; but it was found that many had varied 
considerably more than others, and thence it was inferred 
that the ri^ of prices was owing to something affecting the 
value of commodities, and not to any alteration in the 
value of the currency. It appears, however, as we have 
just seen, that in a country where commodities are taxed, 
they will not all vary in price in the same proportion, 
either in consequence of a rise or of a fall in the value of 
currency. 

§ 76. If the profits of all trades were taxed, excepting 
the profits of the farmer, all goods would rise in money 
value, excepting raw produce. The farmer would have the 
same corn income as before, and would sell his corn also 
for the same money price ; but as he would be obliged to 
pay an additional price for all the commodities, except 
com, which he consumed, it would be to him a tax on ex- 
penditure. Nor would he be relieved from this tax by an 
alteration in the value of money, for an alteration in the 
value of money might sink all the taxed commodities to 
their former price, but the untaxed one would sink below 
its former level ; and, therefore, though the farmer would'- 
purchase his commodities at the same price as before, he 
would have less money with which to purchase them. 

The landlord, too, would be precisely in the same situa- 
tion, he would have the same corn, and the same money- 
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rent as before, if all ^ commodities rose in price, and monev 
remained at tlie same value ; and he would have the same 
corn, but a less money-rent, if all ^ commodities remained 
at the same price : so that in either case, though his income 
were not directly taxed, he would indirectly contribute to- 
wards the monev raised. 

But suppose the profits of the fanner to he also taxed, 
he then would be in the same situation as other traders : 
his raw produce W(fuld rise, so that he would have the same 
money revenue, after paying the tax, but he would pay an 
additional price for all the commodities he consumed, raw 
produce included. 

His landlord, however, would he differently situated, he 
would be benefited by the tax on his tenant’s j[%*ofits, as he 
would be compensated for the additional price at which he 
would purchase his manufactured commodities, if they 
rose in pi-ice ; and he would have the same money revenue, 
if in consequence of a rise in the value of money, com- 
modities sold at their former price. A tax on the profits 
of the farmer, is not a tax proportioned to the gross pro- 
duce of the land, but to its net produce, after the payment 
of rent, wages, and all other charges. As the cultivators 
of the different kinds of land, Ho. 1, 2, and 3, employ pre- 
cisely the same capitals, they will get precisely the same 
profits, whatever may be the quantity of gross pjroduce, 
which one may obtain more the’x the other; and con- 
sequently they Vill be all taxed alike. Suppose the gross 
produce of the land of the quality No. 1 to be 180 qrs., 
that of No. 2, 170 qrs., and of No. 3, 160, and each to be 
taxed 10 quarters, the diff'erence between the produce of 
No. 1, No. 2, and No. 3, after paying the tax, will lie the 
*same as before ; for if No. 1 be reduced to 170, No. 2 to 
160, and No. 3 to 160 qrs. ; the difference between 3 and 1 
wdll be as before, 20 qrs. ; and of No. 3 and No. 2, 10 qrs. 

^ [Insert other.’’] 
o 



194 POLITICAL ECONOMY. [cHAP. XV. 

If, after tlie tax, the prices of corn and of every other 
commodity should remain the same as. before, money rent 
as well as corn rent, would continue unaltered ; but if the 
price of corn, and every other commodity should rise in 
consequence of the tax, money rent will also rise in the 
same proportion. -If the price of corn were ^4 per quarter, 
the rent of Ho. 1 would be <£80, and that of Ho'. 2, .^40 ; 
but if corn rose five per cent., or to <£4 4s., rent would 
also rise five per cent., for twenty qujfirters of corn would 
then be worth £84, and ten quarters £42 ; so that in 
every case the landlord will be unaffected by such a tax. 
A tax on the profits of stock always leaves corn rent un- 
altered, and therefore money rent varies with the price of 
corn ; but tax on raw produce, or tithes, never leaves 
corn rent unaltered, but generally leaves money rent the 
same as before. In another part of this work I have 
observed, that if a land-tax of the same money amount, 
were laid on every kind of land in cultivation, without 
any allowance for difference of fertility, it would be very 
unequal in its operation, as it would be a profit to the 
landlord of the more fertile lands. It would raise the price 
of corn in proportion to the burden borne by the farmer of 
the worst land ; but this additional price being obtained 
for the greater quantity of produce yielded by the better 
land, farmers of such land would be benefited during their 
leases, and afterwards, the advantage would go to the 
landlord in the form of an increase of reiA. The effect of 
an equal tax on the profits of the farmer is precisely the 
same ; it raises the money rent of the landlords, if money 
retains the same value; but as the profits of all other 
trades are taxed as well as those of the farmer, and con- 
seq\iently the prices of all goods, as well as com, are 
raised, the landlord loses as much by the increased money 
price of the goods and corn on which his rent is expended, 
as he gains by the lise of his rent. If money should rise 
in value,, and all things should, after a tax on the profits 
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of stock, fall to tkeir former jirices, rent also would be the 
same as before, ^he landlord would receive the same 
money rent, and would obtain all the commodities on 
which it was expended at their former price; so that 
under all circumstances he would continue untased.^ 

This cii-cumstance is curious. By ta»ing the profits of 
the farmer you do not burthen him more than if you 
exempted his profits from the tax, and the landlord has a 
decided interest thal his tenants’ profits should he taxed, 
as it is only on that condition that he himself continues 
really untaxed/”* 

§ 77. A tax on the profits of capital would also affect 
the stock-holder, if all commodities were to rise in propor- 
tion to the tax, although his dividends continued un taxed ; 
but if, from the alteration in the value of money, ail com- 
modities were to sink to their former price, the stock- 
holder would pay nothing towards the tax; he would 
purchase all his commodities at the same price, but would 
still receive the same money dividend. 

§ 78. If it be agreed, that by taxing the profits of one 
manufacturer only, the price of his goods would rise, to 
put him on an equality with all other manufacturers ; and 
that by taxing the profits of two manufacturers, the 
prices of two descriptions of goods must rise, I do not see 
how it can be disputed, that by taxing the profits of all 
manufacturers, the prices of all goods would rise, provided 
the mine whicli supplied us with money, were in tliis 
country, and continued untaxed. But as money, or the 
standard of money, is a commodity imported from abroad, 

^ That the profits of the farmer only should be taxed, and not 
the profits of any other capitalist, would be highly beneficial to 
landlords. It would, in fact, be a tax on the consumers of raw 
produce, partly for the benefit of the State, and partly for the 
benefit of landlords 

® [The assumption is made throughout that the quantity of corn 
eonsumed is incapable of diminution,] 
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tlie prices of all goods could not rise ; for sucli an effect 
could not take place without an additional quantity of 
money,’ which could not he obtained in exchange for dear 
goods, as was shown in page 82. If, however, such a rise 
could take place, it could not be permanent, for it would 
have a powerful irffuence on foreign trade. In peturn for 
commodities imported, those dear goods could not be ex- 
ported, and therefore we should for a time continue to buy, 
although we ceased to sell ; and should export money, or 
bullion, till the relative prices of commodities were nearly 
the same as before. It appears to me absolutely certain, 
that a well regulated tax on profits, would ultimately 
restore commodities both of home and foreign manu- 
facture, to''" the same money price which they bore before 
the tax was imposed. 

As taxes on raw produce, tithes, taxes on wages, and on 
the necessaries of the labourer, will, by raising wages, 
lower profits, they will all, though not in an equal d^ree, 
be attended with the same effects. 

^ On further consideration, I donht whether any more money 
would be required to circulate the same quantity of commodities, 
if their prices be raised by taxation, and not by difficulty of pro- 
duction. Suppose 100,000 quartei’s of corn to he sold in a certain 
district, and in a certain time, at £4 per quarter, and that in con- 
sequence of a direct tax of 8s. per quarter, corn rises to £4 Ss . , the 
same quantity of money, I think, and no more^ would be required 
to circulate this corn at the increased price. If I before purchased 
11 quarters at £4, and in consequence of the tax am obliged to 
reduce my consumption to 10 quarters, I shall not require more 
money, for in all cases I shall pay £44 for my corn. The public 
would, in fact, consume one-eleventh less, and this quantity would 
be consumed by Government. The money necessary to purchase 
it, would be derived from the Ss. per quarter, to be received from 
ike farmers in the shape of a tax, but the amount levied 'would at 
the same time be paid to them for their corn ; therefore the tax is 
in fact a tax in kind, and does not make it necessary that any 
more money should be used, or, if any, so little, that the quantity 
may be safely neglected. 
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The discoTeiy of maeliinerj, which inaterialh^ improves 
home man-afactiires, always tends to raise the relative 
value of money, and therefore to encourage its importa- 
tion, All taxation, all increased impediments, either to 
the manufacturer, or the grower of commodities, tend, on 
the contmrj, to lower the relative vaAe of money, and 
therefore to encourage its exportation. 



CHAPTER XVI.— TAXES OX WAGES. 

f 

§ 79 . 

'T^AXES on wages will raise wages, and therefore will 
^ diminish the rate of the profits of stock. We have 
already seen that a tax on necessaries will raise their 
prices, and will be followed bj a rise of wages. The only 
difference between a tax on necessaries; and a tax on wages 
is, that the former will necessarily be accompanied by a 
rise in the price of necessaries, bnt the latter will not; 
towards a tax on wages, consequently, neither the stock- 
holder, the landlord, nor any other class but the employers 
of labour will contribute. A tax on wages is wholly a tax 
on profits, a tax on necessaries is partly a tax on profits, 
and partly a tax on rich consumers. The ultimate effects 
which will result from such taxes then, are precisely the 
same as those which result from a direct tax on profits. 

The wages of the inferior classes of workmen,’’ says 
Adam Smith, “ I have endeavoured to show in the first 
book, are every where necessarily regulated by two dif- 
ferent circumstances ; the demand for labour, and the 
ordinary or average price of provisions. The demand for 
labour, according as it happens to be either increasing, 
stationary, or declining, or to require an increasing, sta- 
tionary, or declining population, regulates the subsis- 
tence of the labourer, and determines in what degree it 
shall be either liberal, moderate, or scanty. The ordinary 
or average price of provisions determines the quantity of 
money which must be paid to the workman, in order to 
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enable Mm, one year with another, to purchase this liberal, 
moderate, or scanty snbsisteiice. While the demand foi 
labour, and the price of provisions, therefore, remain the 
same, a direct tax upon the wages of labour can have no 
other effect than to raise them somewhat higher than 
the tax.” ^ 

§ 80. To the proposition, as it is here advanced by 
Dr. Smith, Mr. Buchanan offers two ohjections. First, he 
denies that the money wages of labour are regulated by 
the price of provisions ; and secondly, he denies that a tax 
on the wages of labour would raise the pince of labour. 
On the first point, Mi*. Buchanan’s argument is as follows, 
page 59 “ The wages of labour, it has already been re- 

marked, consist not in money, but in what^money pur- 
chases, namely, provisions and ether necessaries ; and the 
allowance of the labourer out of the common stock, will 
always be m proportion to the supply. Where provisions 
are chm'p and abundant, his share will be the larger ; and 
where they are scarce and dear, it will be the less. His 
wages will always give him his just share, and they cannot 
give him more. It is an opinion, indeed, adopted by Dr. 
Smith and most other writers, that the money price of 
labour is regulated by the money price of provisions, and 
that when provisions rise in price, w’ages rise in proportion* 
But it is clear that the price of labour has no necessary 
connexion witl^ the price of food, since it depends entirely 
on the supply of labourers compared with the demand. 
Besides, it is to be observed, that the high price of pro- 
visions is a certain indication of a deficient supply, and 
arises in the natural course of things, for the purpose of 
^ retarding the consumption, A smaller supply of food, 
shared among the same number of consumers, will 
evidently leave a smaller portion to each, and the labourer 


[Bk. V., c. ii., p. S65 a and b.] 

[Smith, ed. Buchanan, 1S14, vol. iv., pp, 59*60.] 
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must bear bis share of the common want. To distribute 
this burden equally, and to prevent the labourer from 
consuming subsistence so freely as before, the price rises. 
But wages it seems must rise along with it, that^ he may 
still use°the same quantity of a scarcer commodity ; and 
thus nature is represented as counteracting ^er own 
purposes ; first, raising the price of food, to diminish the 
consumption, and afterwards, raising wages to give the 
labourer the same supply as before. 

In this argument of Mr. Buchanan, there appears to me 
to be a great mixture of truth and error. Because a high 
price of provisions is sometimes occasioned by a deficient 
supply, Mr. Buchanan assumes it as a certain indication 
of deficienlT supply. He attributes to one cause exclu- 
sively, that which may arise from many. It is un- 
doubtedly true, that in the case of a deficient supply, a 
smaller quantity will be shared among the same number 
of consumers, and a smaller portion will fall to each. To 
distribute this privation equally, and to prevent the 
labourer from consuming subsistence so freely as before, 
the price rises. It must, therefore, be conceded to Mr. 
Buchanan, that any rise in the price of provisions, occa- 
sioned by a deficient supply, will not necessarily raise the 
money wages of labour, as the consumption must be 
retarded ; which can only be effected by diminishing the 
power of the consumers to purchase. But, because the 
price of provisions is raised by a deficient supply, we are 
by no mpa . ua warranted in concluding, as Mr. Buchanan 
appears to do, that there may not be an abundant supply, 
with a high price ; not a high price with regard to money 
onlv,, but with regard to all other things. 

The natural price of commodities, which always ulti- 
mately governs their market price, depends on the facility 
of production ; but the quantity produced is not in pro- 
portion to that facility. Although the lands, which are 
now taken into cultivation, are much inferior to the lands 
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in cultivation three centuries ago, and, therefore, the 
difficulty of produHion is increased, who can entertain 
any doubt, but that the quantity produced now, very far 
exceeds the quantity then produced P Not only is a high 
price compatible with an increased supply, but it rarely 
fails to accompany it. If, then, in cogisequence of taxa- 
tion, or of difficulty of production, the price of piwisions 
be raised, and the quantity be not diminished, the money 
wages of labour will rise ; for, as Mr. Buchanan has justly 
observed, '‘The wages of labour consist not in money, 
but in what money purchases, namely, provisions and 
other necessaries ; and the allowance of the labourer out 
of the common stock, will always be in proportion to the 
supply.*' ^ 

§ 81. With respect to the second point, whether a tax 
on the wages of labour would raise the price of labour, 
Mr. Buchanan says, “ After the labourer has received the 
fair recompense of his labour, how can he have recourse on 
his employer, for what he is afterwards compelled to pay 
away in taxes ? There is no law or principle in human 
affairs to warrant such a conclusion. After the labourer 
has received his wages, they are in his own keeping, and 
he must, as far as he is able, bear the burthen of whatever 
exactions he may ever afterwards be exposed to : for he 
has clearly no way of compelling those to reimburse him, 
who have alrejjdy paid him the fair price of his work.” ^ 
Mr. Buchanan has quoted, with great approbation, the 
follomng able passage from Mr. Malthus’s Work on Popu- 
lation, which appears to me completely to answer his 
objection. *'The price of laborn*, when left to find its 
natural level, is a most important political barometer, 
expressing the relation betw^een the supply of provisions, 
and the demand for them, between the quantity to be con- 

^ [Smith, ed. Buchanan, vol. iv., ‘‘Ohservations,'^ p. 59, and of 
p. 46.] 

® [Smith ed. Buchanan, I'oL iii., p. 33S, note ] 
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sumed, and tlie number of consumers ; ana, taking on tke 
average, independently of accidentaf circumstances, it 
further expresses, clearly, the wants of the society respect- 
ing population ; that is, whatever may he the number of 
children to a marriage necessary to maintain exactly the 
present populatioi^ the price of labour will be jusif sufficient 
to support this number, or be above it, or below it, accord- 
ing to the state of the real funds, f on the maintenance of 
labour, whether stationary, progressive, or retrograde. 
Instead, however, of considering it in this light, we con- 
sider it as something which we may raise or depress at 
pleasure, something which depends principally on his 
Majesty’s justices of the peace. When an advance in the 
price of provisions already expresses that the demand is too 
great for the supply, in order to put "the labourer in the 
same condition as before, we raise the price of labour, that 
is, we increase the demand, and are then much surprised, 
that the price of provisions continues rising. In this, we 
act much in the same manner, as if, when the quicksilver 
in the common weather glass stood at stormy, .we were to 
raise it by some forcible pressure to settled fair, and then 
be greatly astonished that it continued raining.” ^ 

“ The price of labour will express, clearly, the wants of 
the society respecting population ; ” it will be just sufficient 
to support the population, which at that time the state of 
the funds for the maintenance of laboure^is, requires. If 
the labourer’s wages were before only adequate to supply 
the requisite population, they will, after the tax, be inade- 
quate to that supply, for he will not have the same funds 
to expend on his family. Labour will, therefore, rise, 
because the demand continues, and it is only by raising 
the price, that the supply is not checked. 

nothing is more common, than to see hats or malt rise 
when taxed : they rise because the requisite supply would not 

[“ Essay on Population,*' vol. ii., bk. iii, e. y., pp. 165, 166.] 
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be afforded if they did not rise : so witli labour, when wages 
are taxed, its pric^ rises, because, if it did not, tbe requisite 
population would not be kept up. Does not Mr. Buclianan 
allow all that is contended for, when be says, that ‘‘ were he 
(the labourer) indeed reduced to a bare allowance of neces- 
saries, he. would then suffer no further abiLtement of his wages, 
as he could not on such conditions continue his race?’^ ^ 
Suppose the circumstances of the country to be such, that 
the lowest labourers are not only called upon to continue 
their race, but to increase it ; their wages would be regu- 
lated accordingly. Can they multiply in the degree required, 
if a tax takes from them a part of their wages, and reduces 
them to bare necessaries ? 

It is undoubtedly true, that a taxed commodity will not 
rise in proportionate the tax, if the demand for it diminish, 
and if the quantity cannot be reduced. If metallic money 
were in general use, its value would not for a consider- 
able time be increased by a tax, in proportion to the 
amount of the tax, because at a higher price, the demand 
would be diminished, and the quantity would not be 
diminished ; and unquestionably the same cause frequently 
influences the wages of labour ; the number of labourers 
cannot be rapidly increased or diminished in proportion to 
the increase or diminution of the fund which is to employ 
them; but in the case supposed, there is no necessary 
diminution of demand for labour, and if diminished, the 
demand does not abate in proportion to the tax. Mr. 
Buchanan forgets that the fund raised by the tax, is employed 
by Government in maintaining labom^ers, unproductive 
indeed, but stiU labourers. If labour were not to rise 
when wages are taxed, there would be a great increase in 
the competition for labour, because the owners of capital, 
who would have nothing to pay towards such a tax, would 
have the same funds for empdoying labour; whilst the 
Government who received the tax would have an additional 
^ [Smith, ed. Bachananj vol. iii., p. 338, note.] 
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fund for the same purpose. Grovernment and the people thus 
become competitors, and the eonsequehoe of their compe- 
tition is a rise in the price of labour. The same number of 
men only will be employed, but they will be employed at 
additional wages. 

If the tax had benn laid at once on the people oi capital, 
their fund for the maintenance of labour would have been 
diminished in the very same degree^ that the fund of 
Government for that purpose had been increased ; and 
therefore there would have been no rise in wages ; for 
though there would be the same demand, there would not 
be the same competition. If when the tax were levied, 
Government at once exported the produce of it as a subsidy 
to a foreign State, and if therefore these funds were 
devoted to the maintenance of foreign, fod not of English 
labourers, such as soldiers, sailors, etc. etc. ; then, indeed, 
there would be a diminished demand for labour, and wages 
might not increase, although they were taxed; but the 
same thing would happen if the tax had been laid on con- 
sumable commodities, on the profits of stock, or if in any 
other manner the same sum had been raised to supply this 
subsidy : less labour could be employed at home. In one 
case wages are prevented from rising, in the other they 
must absolutely fall. But suppose the amount of a tax on 
wages were, after being raised on the labourers, paid gra- 
tuitously to their employers, it would increase their money 
fund for the maintenance of labour, but it would not 
increase either commodities or labour. It would conse-; 
quently increase the competition amongst the employers 
of labour, and the tax would be ultimately attended with 
no loss either to master or labourer. The master would 
pay an increased price for labour ; the addition which the 
labourer received would be paid as a tax to Government, 
and would be again returned to the masters. It must, 
however, not be forgotten, that the produce of taxes is 
generally wastefully expended, they are always obtained at 
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the expense of the people’s comforts and enjoyments, and 
commonly either •diminish capital or retard its accnmn- 
iation. By diminishing capital they tend to diminish the 
real fund destined for the maintenance of labour; and 
therefore to diminish the real demand for it. Taxes then, 
generally, as far as they impair th^real capital of the 
country, diminish the demand for labour, and therefore it 
is a probable, but not a necessary, nor a peculiar conse- 
quence of a tax wages, that though wages would rise, 
they would not rise by a sum precisely equal to the tax. 

§ 82. Adam Smith, as we have seen, has fully allowed 
that the effect of a tax on wages, would he to raise wages 
by a sum at least equal to the tax, and would be finally, if 
not immediately, paid by the employer of labour. Thus 
far we fully ^ agree ; but we essentially differ in our views 
of the subsequent operation of such a tax. 

“ A direct tax upon the wages of labour, therefore,” says 
Adam Smith, “though the labourer might perhaps pay it out 
of his hand, could not properly he said to he even advanced 
by him ; at least if the demand for labour and the average 
price of provisions remained the same after the tax as before 
it. In all such cases, not only the tax but something more 
than the tax, would in reality be advanced by the person who 
immediately employed him. The final payment would in 
different cases fall upon different persons. The rise which 
such a tax might occasion in the wages of manufacturing 
labour, woulcT be advanced by the master manufacturer, 
who would he entitled and ohliged to charge it with a profit, 
upon the price of his goods, ^ The rise which such a tax 
might occasion in country labour, would be advanced by 
the farmer, who, in order to maintain the same number of 
labourers as before, would be obliged to employ a greater 

* [Not fidlg ; see above p. 204] 

^ [Here follows an omitted sentence, “The final payment of tliis 
rise of wages, therefore, together with the additional profit of the 
master manufacturer, would fall upon the consumer.’’] 
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capital. In order to get back this greater capital, together 
with the ordinary profits of stocky it would be necessary tbat 
be sbould retain a larger portion, or wbat comes to tlie 
same thing, the price of a larger portion, of the produce of 
tlie land, and consequently tbat be sbould pay less rent to 
tbe landlord. The %ial payment of this rise of waggs would 
m tbis case fall upon tbe landlord, together with the additional 
profits of the farmer who had advanced it. In all cases a 
direct tax upon tbe wages of labour mu^t, in tbe long run, 
occasion both a greater reduction in tbe rent of land, and a 
greater rise in tbe price of manufactured goods, than would 
bave followed, from tbe proper assessment of a sum equal 
to tbe produce of tbe tax, partly upon tbe rent of land, 
and partly ^apon consumable commodities.” ^ VoL iii. 

р. 337. In this passage it is asserted tbat tbe additional 
wages paid by farmers will ultimately fall on tbe landlords, 
wbo will receive a diminisbed rent ; but tbat tbe additional 
wages paid by manufacturers will occasion a rise in tbe 
price of manufactured goods, and will therefore fall on tbe 
consumers of those commodities. 

Now, suppose a society to consist of landlords, manu- 
facturers, farmers and labourers, tbe labourers, it is agreed, 
would be recompensed for tbe tax ; — but by whom ? — wbo 
would pay tbat portion which did not fall on tbe land- 
lords ? — ^tbe manufacturers could pay no part of it ; for if 
tbe price of their commodities should rise in proportion to 
tbe additional wages they paid, they would be in a better 
situation after than before tbe tax. If tbe clothier, tbe 
batter, tbe sboe~maker, etc., should be each able to raise 
the price of their goods 10 per cent., — supposing 10 per 
cent, to recompense them completely for tbe additional 
wages they paid, — if, as Adam Smith says, ** they would 
be entitled and obliged to charge tbe additional wages 

^ [The whole ,jassage is somewhat inaccurately quoted. Bk. v., 

с. ii, pp. 366 b, 366 a.] 
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with a profit upon tlie price of tlieir goods,’* they could each 
consume as mnch^as before of each other’s goods, and 
therefore they would pay nothing towards the tax. If the 
clothier paid more for his hats and shoes, he would receive 
more for iiis cloth, and if the hatter paid more for his cloth 
and shoes, he would receive more for h^ hats. All manu- 
factured commodities then would be bought by them with 
as much advantage as before, and inasmuch as corn would 
not be raised in puice, which is Br. Smith’s supposition, 
whilst they had an additional sum to lay out upon its 
purchase, they would be benefited, and not injured hj such 
a tax. 

If then iieithcT the labourers nor the manufacturers 
w«mld contribute towards such a tax; if the fanners would 
he also recompensed by a fail of rent, landlords alone 
must not only bear its own w'eight, but they must also 
contribute to tiie increased gains of the manufacturers. 
To do this, however, they should consume ail the manu- 
factured commodities in the countrv, for the additional 
price charged on the whole mass is little more than the 
tax originally imposed on th3 labourers in manufac- 
tures. 

Now it will not be disputed that the clothier, the hatter, 
and all other manufacturers, are consumers of each other’s 
goods ; it will not be disputed that labourers of all descrip- 
tions consume soap, cloth, shoes, candles, and various 
other eonimodi?ies ; it is therefore impossible that the 
whole weight of these taxes should fall on landlords 
only. 

But if the labourers ]>ay no part of the tax. and yet 
manufactured commodities rise in pri(*e, wages must rise, 
not only to compensate them for the tax, but for the in- 
creased price of manufactured necessaries, which, as far as 
it affects agri<*ultural labour, will be a new cause for the 
fall of rent; and, as far as it affects manufacturing labour, 
for a further rise in the price of goods. This rise in the 
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price of goods will again operate on wages, and tlie action 
and re-action first of wages on goods, and then of goods or 
wages, will be extended without anj assignable limits. 
The arguments by which this theory is supported, lead to 
such absurd conclusions, that it may at once be seen that 
the principle is wholly indefensible. 

All the effects which are produced on the profits of stock 
and the wages of labour, by a rise of rent and a rise of 
necessaries, in the natural progress of Society, and increas- 
ing difficulty of production, will equally follow from a rise 
of wages in consequence of taxation ; and, therefore, the 
enjoyments of the labourer, as well as those of his em- 
ployers, will be curtailed by the tax ; and not by this tax 
particularly, but by every other which should raise an 
equal amount, as they would all tend to dimmish the fund 
destined for the maintenance of labour. 

The error of Adam Smith proceeds in the first place 
from supposing, that all taxes paid by the farmer must 
necessarily fall on the landlord, in the shape of a deduction 
from rent. On this subject I have explained myself most 
fully, and I trust that it has been shown, to the satisfac- 
tion of the reader, that since much capital is employed on 
the land which pays no rent, and since it is the result 
obtained by this capital which regulates the price of raw 
produce, no deduction can be made from rent ; and, con- 
sequently, either no remuneration will be made to the 
farmer for a tax on wages, or if made, it must he made by 
an addition to the price of raw produce. 

If taxes press unequally on the farmer, he will he 
enabled to raise the price of raw produce, to place himself 
on a level with those who carry on other trades ; but a tax 
on wages, which would not affect him more than it would 
affect any other trade, could not he removed or compen- 
sated by a high price of raw" produce ; for the same reason 
which should induce him to raise the price of corn, namely, 
to remunerate himseli "Nr the tax, would induce the clothier 
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to raise tlie price of clotli, tbe shoemaker, hatter, and 
upholsterer, to raife the price of shoes, hats, and furni- 
ture. 

If thej could all mise the price of their goods, so as to 
remunerate themselves, with a profit, for the tax ; as thej 
are all consumers of each other’s commodities, it is obvious 
that the Itax could never be paid ; for who would be the 
contributors if all were compensated ‘r 

I hope, then, that» I have succeeded in showing, that any 
tax which shall have the effect of raising wages, will be 
paid bj a diminution of |}rofits, and, therefore, that a tax 
on wages is in fact a tax ou profits. 

This principle of the division of the produce of labour 
and capital between wages and j profits, wlitch I have 
attempted to establish, appears to me so certain, that ex- 
cepting in the immediate effects, I should think it of little 
importance whether the profits of stock, or the wages of 
labour, were taxed. Bv taxing the profits of stock, you 
would probably alter the rate at -which the funds for the 
maintenance of labour increase, and wages would be dis- 
proportioned to the state of that fund, by being too high. 
By taxing wages, the reward paid to the labourer -would 
also be disproportioned to the state of that fund, by 
being too low. In the one case by a fad, and in the other 
by a rise in money wages, the natural equilibrium between 
profits and wages would be restored. A tax on wages, 
then, does not^’all on the landlord, but it falls on the 
profits of stock ; it does not “ entitle and oblige the mast er 
manufacturer to charge it with a profit on the prices of his 
goods,” for he will be unable to increase their price, and 
therefore he must himself wholly and without oonipensa- 
*tion pay such a tax.^ 

^ ISL Say appears to have imbibed the general opinion on this 
gobjeet, SjK^akjng td corn, he says, tliencc it results, that its 
price influences the price of aU other commodities* A farmer, a 
manufacturer, or a mcrciiant, emphns a certain number of ’^\ork« 

F 
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§ 8S. If tiie effect of taxes on wages be sncli as I iiaYe 
described, they do not merit tbe censure cast upon tbem by 
Dr. Smitb. He observes of sucli taxes, “ These, and some 
other taxes of the same kind, by raising the price of labour, 
are said to have ruined the greater part of the manufactures 
of Holland. Similar taxes, though not quite so heavy, 
take place in the Slilanese, in the states of G-eiiba, in the 
duchy of Modena, in the duchies of Parma, Placentia, and 
Guastalla, and in the ecclesiastical statgs. A French author 
of some note, has proposed to reform the finances of his 
country, by substituting in the room of other taxes, this 
most ruinous of all taxes, * There is nothing so absurd,* 
says Cicero, 'which has not sometimes been asserted by 
some philosophers.’ ” ^ And in another place he says : 

“ Taxes upon necessaries, by raising the wages of labour, 
necessarily tend to raise the price of all manufactures, 
and consequently to diminish the extent of their sale and 
consumption. ^ They would not merit this censure, even 
if Dr. Smith’s principle were correct, that such taxes would 
enhance the prices of manufactured commodities ; for such 
an effect could be only temporary, and would subject us to 
no disadvantage in our foreign trade. If any cause should 
raise the price of a few manufactured commodities, it would 
prevent or check their exportation ; but if the same cause 
operated generally on aU, the effect would be merely 

men, who all liaYe occasion to consume a certain quantity of corn. 
If the price of corn rises, he is obliged to raise, in an equal propor- 
tion, the price of his productions.” Vol. i., p. 255. 

^ [Kicardo is mistaken in supposing that in this passage (bk. v., 
c. ii , p. 370 b) Adam Smith is speaking of direct taxes on wages. 
He is speaking of taxes on the necessaries of life, whicli would have 
the effect of raising wages, and would operate in the same way as, 
sucii taxes. That he held the same opinion about direct taxes on 
wages is clear from many passages, and especially bk. v., c. ii, 
p, 366a: “Absurd and destructive as such taxes are, however, 
they take place in many countries,” etc.] 

« [Bk. V., c. ii, p. 369 a. 3 
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nominal, and would neither intei*fere with tiieir relative 
value, nor in any degree diminish the stimulus to a trade 
of barter, which all commerce, b3th foreign and domestic, 
really is. ^ 

I have already attempted to show, that when any cause 

* [Ricarcfo’s teaching on this point may he digested into two pro- 
positions i — 

The ratio which commodities exchange for one 
another being determined hy the rc'^pective facilities or 
difficulties of their production, an alteration in the general 
wages, that is in the degree in wdiieh all the labourers parti- 
cipate in the conimoditicb produced by their labour, cannot 
affect this ratio. To assert that it does, is to assert that there 
can he a general rise or fall in values. 

Tliis would undeniably be the case, did labour enter to an 
e<}ual extent into ihe production of the various commodities. 
But as it enters into such jiroduciioa in very varying extents 
(^1 19, 20), the ratios in which the various commodities ex- 
change may be altered by such a rise in wages. 

{h) In the case of foreign tra<le, commodities do not, it is 
true, exchange in the ratios of their costs of production, but 
according to che laws of comparative cost {§ 47). But this 
being so,*an alteration in the wages of labour, unless it tend, 
as a1>ove, to alter the relative value of commodities, wdl have 
no effect upon the direction of foreign trade. Putting aside 
price for a time, and considering trade as a matter of barter, is 
it not evident that the rate of total return or remuneratkm to 
those engaged in production is the result of the facilities with 
which such production takes place ? If the peo^de employed, 
then, in such f reduction take less for their labour and trouble 
that their facilities allow’ them, tliey w’ill be benefiting those 
with whom they are associated within production, that is, pro- 
fits would rise If ah employers, capitalists, and labourers 
tiK)k less than their share, they w’ould be engaging in foreign 
trade to their own disadvantage. This they will not do. 

These rciuarks may be made by w’ay of qualification. 

Bueb a sacritice may be advantageously made in order to secure 
the custom of a particular market for the future. This princqde 
leads mams fact urers and others to sell under cost price for a time in 
order to breed the idea that their goods are f'heaper than those sold 
by otliers They rely on the permanence of custom. 
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i-aises tte prices of all commodities, the effects are nearly 
similar to a fall in the value of money, _ If money falls m 
value all commodities rise in price ; and if the effect is con- 
fined to one country, it will affect its foreign commerce in 
the same way as a high price of commodities caused hy 
crenei-al taxation ; Amd, therefore, in examining the effects 
of a low value of "money confined to one country, we are 
also examining tlie effects of a Mgli price of ^ commodities 
confined to one country. Indeed, Adsin Smitli was fully 
aware of the resemblance between these two cases, and coiw 
kstently maintained that the low value of money, or, as he 
calls it, of silver in Spain, in consequence of the prohibi- 
tion against its exportation, was very highly prejudicial to 
the nianuf»etures and foreign commerce of Spain. But 
that degradation in the value of silver, which being the 
effect either of the peculiar situation, or of the political 
institutions of a particular country, takes place only in 
that country, is a matter of very great consequence, which, 
far from tending to make any body really richer, tends to 
make every body really poorer. The rise in the money 
■price of all commodities, which is in this case peculiar to that 
country, tends to discourage more or less every sort of 
industry which is carried on within it, and to enable 
foreign nations, by furnishing almost all sorts of goods for 
a smaller quantity of silver than its own workmen can 


In the second place, we must not confuse the effect of a demand 
for high wages with high wages themselves. The former may, and 
often does, ruin the trade of a nation. 

In the third place, we must notice that high wages, brought about 
bv taxation, may issue in the ruin of all productive enterprise m 
the country. It may cease to be possible to remain in the countr} 
OH Ricardo points out in another place {§ 87). , . ^ x i 

The whole (luestion of wages and foreign trade is treated of a 
length in Cairnes, J. E., "Some Leading Principles 
Econoinv,” pt. iii., co. i, ii Smith took a different tow, ^ 
of Xations,-’ hk. i. c. ix., p. 41 a: " In countnes which are fast 

advancing,” etc.] 
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afford to do, to undersell tliem not only in tbe foreign, but 
even in tbe liome market.”^ VoL ii., page 278. 

One, and I tliink the only one, of tbe disadvantages of a 
low value of silver in a country, proceeding from a forced 
alnindance, has been ably explained by Dr. Smith. If tbe 
trade in i^oid and silver were free, “ tie gold and silver 
which would go abroad, would not go abroad for notbiiig, 
but would bring bacic an equal value of goods of some 
kind or another. Those goods, too, would not be ail 
di&ettcrs of mere luxury and expense, to l>e consumed by 
idle people, who produce nothing in return for their con- 
siimptiim. As the real wealtli and revenue of idle people 
would not be augmented by this extraordinary exportation 
of gold and silver, so would neither their cousump>tion be 
augmented by it. Those goods w’ould, probably the greater 
part of them, and certainly some part of them, consist in 
materials, tools, and provisions, for the employment and 
maintenance of industrious people, who would reproduce 
with a profit, the full value of their consumption. A pax-t 
of the dead jstock of the society would thus be turned into 
active stock, and would put into motion a greater quantity 
of industry tbaii bad been employed before.” ^ 

By not allowing a free trade in the pi’ecious metals 
when the prices of commodities are raised, either by taxa- 
tion, or by the influx of the precious metals, you prevent a 
part of the deacj^ stock of the society from being turned 
into active stock — ^you prevent a greater quantity of in- 
dustry from being employed. But this is the whole 
amount of the evil ; an evil never felt by those countries 
where the expox1;ation of silver is either allow^ed or con- 
nived at. 

# 

The exchanges between countries are at par only, whilst 
they have precisely that quantity of currency which in the 
actual situation of things they should have to carry on the 


* CBL iv., c. V.# p. 208a.] 


® [Bk iv., c. V., p. 200a.] 
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circulation of tlieir commodities. If tlie trade in tlie pre- 
cious metals were perfectly free, and money could be ex- 
ported without any expense whatever, the exchanges 
could be no otherwise in every country than at par. 
If the trade in the precious metals were perfectly free, 
if they were genA-ally used in circulation, eveif with the 
expenses of transporting them, the exchange could never in 
any of them deviate more from par, th|n by these expenses. 
These principles, I believe, are now nowhere disputed. If 
a country used paper money, not exchangeable for speufeT 
and, therefore, not regnlated by any fixed standard, the 
exchanges in that country might deviate from par, in the 
same proportion as its money might be multiplied beyond 
that quantity which would have been allotted to it hy 
general commerce, if the tmde in money had been free, 
and the precious metals had been used, either for money, 
or for the standard of money. ^ 

If by the geneiul operations of commerce, 10 millions of 
pounds sterling, of a known weight and fineness of bullion, 
should be the portion of England, and 10 millions of paper 
pounds were substituted, no effect would he produced on 
the exchange ; but if by the abuse of the power of issuing 
paper money, 11 millions of pounds should be emxfioyed 
in the circulation, the exchange would be 9 per cent, 
against England; if 12 millions were employed, the ex- 
change would be 16 per cent. ; and if 20<8millions, the ex- 
change would be 50 per cent, against England. To pro- 
duce this effect it is not, however, necessary that pa, per 
money should be employed : any cause which retains in 
circulation a greater quantity of pounds than would have 
circulated, if commerce had been free, and the precious 
metals of a known weight and fineness had been used, 
either for money, or for the standard of money, would 

‘ [The effect of an over-issue of paper money on the foreign ex* 
changes is fully explained in Goschen, “ Foreign Exchanges,” 
chap. V.] 
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exactly produce tlie same effects. Suppose tliat by clip- 
ping tlie money, eaeli pound di«i not contain tlie quantity 
of gold or silver wliicb by law it should contain, a greater 
number of such pounds might be employed in the circula- 
tion, than if they were not clipped. If from each pound 
one teut^ were taken away, 11 millio|is of such pounds 
might be used instead of 10 ; if two tenths were taken 
away, 12 millions might be employed; and if one half 
were taken aw’ay, 20 millions might not be found siiper- 
If the latter sum were use»1 instead of 10 millions, 
every couuiiodity in England would be raised to double its 
former price, and the exchange would be 50 per cent, 
against England ; but this would occasion no disturbance 
in foreign commerce, nor discourage the maiiufacture of 
any one commodity. If, for example, cloth rose in England 
from iJ20 to «£40 per piece, we should just as freely export 
it after as before the rise, for a compensation of 50 per 
cent- would be made to the foreign purchaser in the ex- 
change ; so that with d£20 of liis money, he could pur- 
chase a bill which would enable him to pay a debt of .£40 
in England. In the same manner if he exported a com- 
modity which cost £20 at home, and which sold in England 
for £40 he would only receive £20, for £40 in England 
w’ould only purchase a bill for £20 on a foreign country. 
The same effects yyouid follow from whatever cause 20 
millions could be forced to perform the business of circu- 
lation in England, it 10 millions only were necessary. If 
so absurd a law, as the prohibition of the exportation of 
the precious metals, could be enforced, and the conse- 
quence of such prohibition were to force 11 millions of 
good }>ounds, fresh from the Mint, instead of 10, into 
('ircidation, the exchange would he 9 per cent, against 
Euglaud ; if 12 millions, 16 per cent.; and if 20 millions, 
50 per cent, against England. But no discouragement 
wouhl be given to the manufactures of England ; if home 
commodities sold at a high price in England, so would 
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foreign commodities; and ■wlieth.er tliey were liigli or low 
would lie of little importance to the foreign exporter and 
importer, whilst he would on the one hand, he obliged to 
allow a compensation in the exchange when his commo- 
dities sold at a dear rate, and would receive the same 
compensation, whp he was obliged to purchase English 
commodities at a high price. The sole disadvantage, 
then, which could happen to a country from retaining, 
by prohibitory laws, a greater (pnantitj' of gold and silver 
in circulation than would otherwise remain there, wouldr- 
be the loss which it would sustain from employing a 
portion of its capital unproductively, instead of employ- 
ing it productively. In the form of money this capital is 
productive --of no profit ; in the form of materials, ma- 
chinery, and food, for which it might be exchanged, it 
would be productive of revenue, and would add to the 
wealth and the resources of the State. Thus then, I hope, 

I have satisfactorily proved, that a comparatively low 
price of the precious metals, in consequence of taxation, or, 
in other words, a generally high price of commodities, 
would be of no disadvantage to a State, as a part of the 
metals would be exported, which, by raising their value, 
would again lower the prices of commodities. And further, 
that if they were not exported, if by prohibitory laws they 
could be retained in a coimtry, the effect on the exchange 
would counterbalance the effect of high prices. If, then, 
taxes on necessaries and on wages would not raise the 
prices of all commodities on which labour was expended, 
they cannot be condemned on such grounds ; and more- 
over, even if the opinion given by Adam Smith, that they 
would have such an effect were well founded, they would 
be in no degree injurious on that account. They would be 
objectionable for no other reason than those which might 
be justly urged against taxes of any other description. 

The landlords, as such, would be exemiffed from the 
burden of the tax ; hut as far as they directly employed 
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labour in tlie expenditure of tlieir revenues, bj supporting 
gardeners, menial servants, etc., they would be subject to 
its operation. 

It is undoubtedly true, tliat “ taxes upon luxuries bare 
no tendency to raise the price of any other commodities, 
excejit tl-yit of the commodities taxecl^ ’’ * but it is not 
true, that taxes upon necessaries, by raising the wages of 
labour, necessarily tend to raise the price of all manufac- 
tures.” It is tTue*that “taxes upon luxuries are finally 
by the consumers of the commodities taxed, without 
any retxibutioii. They fall indifferently u]>on every s]>ecies 
of revenue, the wages of labour, the profit, s of stock, and 
the rent of land;” but it is not true, “that taxes upon 
necessaries, so far as they affect the lahtmrhuy j^oer, are 
finally paid partly by landku'ds in the diminished rent of 
their lands, and partly by rich consumers, whether land- 
lords or otliers, in the advanced price of manufactured 
goods ; ” for, so far as these taxes affect the labouring jpoor, 
they will be almost wholly paid by the diminished profits of 
slock, a small part only being paid by the labourers them- 
selves in the diminished demand for labour, which taxation 
of every kind has a tendency to produee. 

§ 84. It is from Br. Smith’s erroneous view of the effect 
of those taxes, that he has been led to the conclusion, that 
** the middling and superior ranks of people, if they under- 
stood their ow^ interest, ought always to oppose all taxes 
upon the necessaries of life, as well as all direct taxes upon 
the wages of labour,” This conclusion follows from his 
reasoning, “that the final payment of both one and the 
other falls altogether upon themselves, and always with a 
considerable overcharge. They fall heaviest upon the 
landlords, who always pay in a double capacity ; in that 

* [This and following (piotaiions from “Wealth of Xations^’ 
(etl. NicholHon), hk. v., c. iL, p. 309 a and h.] 

^ Bo far from this being true, they would scarcely affect the 
landlords and stockholder. 
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of landlords, by tbe reduction of tbeir rent, and in that of 
rich consnmers, by the increase of tlieir expense. Tbe 
observation of Sir Matthew Decker, that certain taxes, are 
in the price of certain goods, sometimes repeated and 
accumulated four or five times, is perfectly just with 
regard to taxes up^n the necessaries of life. Ii> the price 
of leather, for example, you must pay, not only for the tax 
upon the leather of your own shoes, but for a part of that 
upon those of the shoemaker and the tanner. You must 
pay, too, for the tax upon the salt, upon the soap, ecitT* 
upon the candles, which those workmen consume while 
employed in your service, and for the tax upon the leather, 
which the salt-maker, the soap-maker, and the candle- 
maker consume, while employed in their service.” 

Now as Dr. Smith does not contend that the tanner, the 
salt-maker, the soap-maker, and the candle-maker, will 
either of them be benefited by the tax on leather, salt, 
soap, and candles ; and as it is certain, that G-overnment 
will receive no more than the tax imposed, it is impossible 
to conceive, that more can be paid by the public upon 
whomsoever the tax may fall. The rich consumers may, 
and indeed will, pay for the poor consumer, but they will 
pay no more than the whole amount of the tax ; and it is 
not in the nature of things, that “ the tax should be 
repeated and accumulated four or five times.” 

A system of taxation may be defective^; more may be 
raised from the people, than what finds its way into the 
co:ffers of the State, as a part, in consequence of its efiect 
on prices, may possibly be received by those who are 
benefited by the peculiar mode in which taxes are laid. 
Such taxes are pernicious, and should not be encouraged ; 
for it may be laid down as a principle, that when taxes 
operate justly, they conform to the first of Dr. Smith’s 
maxims, and raise from the people as little as possible 
beyond what enters into the public treasury of the State. 
M. Say says, others oifer jdans of finance, and propose 
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iiiea^BS for filling tiie coffers of the sovereign, without anj 
charge to Ms sxihja:ts. But unless a plan of finance is of 
the naiiire of a eonimercial imdertaking, it cannot give to 
Govemnient more than it takes away, either from indi- 
viduals or from Government itself, under some other form. 
Something cannot he made out of no|hing, by the stroke 
of a wand. In whatever way- an operation may be dis- 
guised, whatever fonns we may constrain a value to take, 
whatever inetainor|>hosis we may make it undergo, we can 
have a value by creating it, or by talcing it from 
others. The very best of all plans of finance is to spend 
little, and the best of all taxes is, that which is the least in 
amount.” ^ 

Dr. Smith uiiifomily, and I think justly, c<fntends, that 
the labouring classes cannot materially contribute to the 
burdens of the State. A tax on necessaries, or on wages, 
will therefore be shifted from the por>r to the rich : if then 
the meaning of Br. Smith is, “ that certain taxes are in 
the price of certain goods sometimes repeated, and ac- 
cumulated four or five times,” for the purpose only of 
accomplishing this end, namely, the transference of the 
tax from the poor to the rich, they cannot be liable to 
censure on that account. 

Suppose the just share of the taxes of a rich consumer 
to he ^100 and that he would pay it directly, if the tax 
were laid on income, on wine, or on any other luxury, he 
would suffer no injury if by the taxation of necessaries, he 
should be only called upon for the payment of ^25, as far 
as Ms own consumption of necessaries, and that of Ms 
family was concerned ; but should be required to repeat 
this tax three times, by paying an additional price for 
other commodities to remunerate the labourers, or their 
employers, for the tax which they have been called upon to 
advance. Even in that case the reasoning is inconclusive : 


* [**Ecoiiomie Polit%ue,” bk. iii., c. viii., voh ii, p. 298.] 
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for if tliere be no more paid than wliat is required by 
Govermnent ; of wliat importance cam it be to tbe ricli 
consumer, whether he pay the tax directly, by paying an 
increased price for an object of luxury , or indirectly , by 
paying an increased price for the necessaries and other 
commodities he coiqsumes ? If more be not pa^d by the 
people, than what is received by Government, the rich 
consumer will only pay his equitable share 5 if more is 
paid, Adam Smith should have stated by whom it is 
received; but his whole argument is founded in error, 
the prices of commodities would not be raised by such 

M. Say does not appear to me to have consistently 
adhered to l^he obvious principle, which I have quoted 
from his able work; for in the next .page, speaking of 
taxation, he says, “ When it is pushed too far, it produces 
this lamentable effect, it deprives the contributor of a 
portion of his riches, without enriching the State. This 
is what we may comprehend, if we consider that every 
man’s power of consuming, whether productively or not, 
is limited by his income. He cannot then he deprked of 
a part of his income, without being obliged proportionally 
to reduce his consumption. Hence arises a diminution of 
demand for those goods, which he no longer consumes, and 
particularly for those on which the tax is imposed. From 
this diminution of demand, there results a^^ diminution of 
production, and consequently of taxable commodities. 
The contributor then will lose a portion of his enjoyments; 
the producer a portion of his i^rofits; and the treasury, a 
portion of its receipts.” ^ 

M. Say instances the tax on salt in France, previous to 
the revolution ; which, he says, diminished the production 
of salt by one half If, however, less salt was consumed, 

1 [“Economie Politique,*’ bk. iiL, c. viii., VoL ii, p* 300.] 

3 [16., p. 3C0, note 1.] 
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less capital was employed in producing it ; and, therefore, 
tliongli tlie prodn<;^r would obtain less profit on tlie pro- 
duction of salt, he would obtain more on the production of 
other things. If a tax, however burdensome it may be, 
falls on revenue, and not on capital, it does not diminish 
demand, it only alters the nature of it. It enables 
doverninent to consume as much of ^the produce of the 
land and labour of the country, as was before consumed 
by the individuals^who contribute to the tax, an evil suffi- 
gently great witlmiii overcharging it. If my income is 
^',U00 per annum, and I am called upon for d€100 per 
amiiim for a tax, I shall only be able to demand nine 
tenths of the (jnantity of goods, %vhich I before consumed, 
but I enable Government to demand the otli^r tenth. If 
t he commedity ta^s^ed be corn, it is not necessary that any 
demand for corn slionld diminish, as I may prefer to pay 
<£100 per annum more for my corn, and to the same 
amount abate in my demand for wine, furniture, or any 
other luxury.^ Less capital will consequently be employed 
in the wine or upholstery^ trade, but more will be employed 
in manufacturing those commodities, on which the taxes 
levied by Government will be expended* 

M. Say says ^ that M. Turgot, by reducing the marhet 
dues on fish (Ub droits W entree et de halle mr la marh) in 
Paris one half, did not dimmish the amount of their 
prodnee, and that consequently the consumption of fish 
must have dcJtibled. He infers from this, that the profits 
of the fishermen and those engaged in the trade, must 

^ M. Say says, that *Hhat the tax added to the price of a com- 
modity, raises its price. Every increase in the price of a commodity, 
necessarily reduces the number of those who arc able to purchase 
it, dr at least the cpiantity they will consume of it,” This is by no 
nmans a necessary consequence. I do not believe, that if bread 
were taxed, the consumption of bread would he diminished, more 
than if cloth, wine, or soap were taxed. 

^ [*®Econ. Fob,” hk- iii, c. viii, voL ii, pp. 301-2*] 
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also have douWed, and tliat tte income of tlie country 
must have increased, by the whole amount of these in- 
creased profits ; and hy giving a stimulus to accumulation, 
must have increased the resources of the State._ 

Without calling in question the policy, which dictated 
this alteration of tjie tax, I have my doubts, whether it 
gave any great stimulus to accumulation. If the profits 
of the fisherman and others engaged in the trade, were 
doubled in consequence of more fish® being consumed, 
capital and labour must have been withdrawn from otlj^jj- 
occupations to engage them in this particular trade. _ But 
in those occupations capital and labour were productive of 
profits, which must have been given up when they were 
withdrawn, n The ability of the country to accumulate, 
was only increased by the difference between the profits 
obtained in the business in which the capital was newly 
engaged, and those obtained in that from which it was 
withdrawn.” 

Whether taxes be taken from revenue or capital, they 
diminish the taxable commodities of the State, li I cease 
to expend iSlOO on wine, because by paying a tax of that 
amount I have enabled Government to expend ^100 
instead of expending it myself, one hundred pounds worth 
of goods are necessarily withdrawn from the list of taxable 

* The following remark of the same author appears to me etjuaUy 
erroneous : “ When a high duty is laid on cottonf the production 
of all those goods of which cotton is the basis is diimnisiied. ^ It 
the total value added to cotton in its various manufactures, in a 
particular country, amounted to 100 millions of francs per annum, 
and the effect of^the tax was, to diminish the consumption one 
half, then the tax would deprive that country every year of 50 
millions of francs, in addition to the sum received by Government.’’ 
[“Econ. Pol.”] Vol. ii., p. 314. [Bk. hi, c. viii.] 

» [In his note given in the edition of Ricardo hy A. Fonteyraml, 
Say remarks that, technically .speaking, Ricardo’s argument is 
sound ; he urges however that it would not hold under existing 
conditions, P. 137> note 2.] 
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eommodities. If tlie revenue of tke individuals of a 
country be 10 millions, tliey will have at least 10 millions 
wortli of taxable commodities. If by taxing some, one 
million be transferred to tlie disposal of Government, tbeir 
revenne will still be nominally 10 millions, but they will 
remain with only nine millions worth of taxable commo- 
dities. There are no circumstances unler which taxation 
dges not abridge the enjoyments of those on whom the 
taxes ultimately fall^ and no means by which those enjoy- 
ments can again he extended, but the accumulation of ne'w 
revenue. 

Taxation can never b=. so equally applied, as to operate 
in the same proportion on the value of all commodities, 
and still to preserve them at the same relativ«^ value. It 
frequently operates very differently from the intention of 
the legislature, by its indirect eft'ects. We have already 
seen, that the effect of a direct tax on corn and raw 
produce, is, if money he also produced in the country, to 
raise the price of all commodities, in proportion as raw 
produce enters into their composition, and thereby to 
destroy the natural relation which previously existed be- 
tween them. Another indirect effect is, that it raises 
wages, and lowers the rate of profits; and we have also 
seen, in another part of this work, that the effect of a rise 
of wages, and a fall of profits, is to lower the money prices 
of those commodities which are produced in a greater 
degree by the employment of fixed capital. 

§ 85. That a commodity, when taxed, can no longer be 
so profitably exported, is so well understood, that a draw- 
back is frequently allowed on its exportation, and a duty 
laid on its importation. If these drawbacks and duties be 
• accurately laid, not only on the commodities themselves, 
but on all which they may iDdir*?etly affect, then, indeed, 
there will be no disturbance in the value of the precious 
metals. Since we could as readily export a commodity 
after being taxed as before, and since no peculiar facility 
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would be given to importation, tie precious metals would 
not, more tian before, enter into tie list of exportable 

commodities. 

Of all commodities, none are perhaps so proper for tax- 
ation, as those which, either by the aid of nature or art, are 
produced with peculiar facffity. With respect to foreign 
countries, such commodities may be classed under the head 
of those which are not regulated in their price by the quan- 
tity of labour bestowed, but rather, by the caprice, the 
tastes, and the power of the purchasers. K England Jgd- 
more productive tin mines than other countries, or if, trom 
superior machinery or fuel, she had peculiar facilities in 
manufacturing cotton goods, the prices of tin, and of cotton 
goods, would still in England be regulated by the com- 
parative quantitv of labour and capital required to produce 
them, and the competition of our merchants would make 
them’ very little dearer to the foreign consumer. Our ad- 
vantage in the production of these commodities might be 
so decided, that probably they could bear a very great 
additional price in the foreign market, without ve^ mate- 
rially diminishing their consumption. This' price they 
nevei could attain, whilst competition was free at home, 
by any other means but by a tax on their exportation. 
This tax would fall wholly on foreign consumers, and part 
of the expenses of the G-ovemment of England would be 
defrayed, by a tax on the land and labour of other countries. 
The tax on tea, which at present is paiddiy the people of 
England, and goes to aid the expenses of the Government 
of England, might, if laid in China, on the exportation of 
the tea, be diverted to the payment of the expenses of the 
Government of China.' 

Taxes on luxuries have some advantage over taxes on- 
necessaries. They are generally paid from income, and 
therefore do not diminish the productive capital of the 

* [On the ground that China had a monopoly of the import of 
tea into the United Kingdom. This is very far from being the 
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country. If wine were much raised in price in consequence 
of taxation, it is probable that a man would rather forego 
the enjoyments of wine, than make any important encroach- 
ments on his capital, to be enabled to purchase it. They 
are so identified with price, that the contributor is hardly 
aware that he is paying a tax. But they have also their 
disadvantages. First, they never react capital, and on 
some extraordinary occasions it may be expedient that 
even capital should ^contribute towards the public exigen- 
and secondly, there is no certainty as to the amount 
of the tax, for it may not reach even income. A man 
intent on saving, will exempt himself from a tax on wine, 
by giving up the use of it. The income of the country 
may be undiminished, and yet the State may b# unable to 
raise a shilling by the tax. 

Wiiatever habit has rendered delightful, will be relin- 
quished with reluctance, and will continue to he consumed 
notwithstanding a very heavy tax ; hut this reluctance has 
its limits, and experience every day demonstrates that an 
increase in the nominal amount of taxation, often dimin- 
ishes the produce. One man will continue to drink the same 
quantity of wine, though the price of every bottle should 
be raised three shillings, who would yet relinquish the use 
of wine rather than pay four. Another will be content to 
pay four, yet refuse to pay five shillings. The same may 
be said of other taxes on luxuries : many would pay a tax 
of J&B for the enjoyment which a horse affords, who would 
not pay d810 or .^20. It is not because they cannot pay 
more, that they give up the use of wine and of horses, but 
because they will not pay more. Every man has some 
standard in his own mind by which he estimates the value 
bf his enjo 3 rments, but that standard is as various as the 


eafte at the present time, though it was so till a comparatively 
recent date. Imports into the United Kingdom of tea for 1888— 
China .... 98 million lbs. 

India .... 113 ,, „ 



226 


POIiITICAi ECONOMY. 


[chap. XVI. 


human character.’ A country whose financial sitnafaon 
has become extremely artificial, by the mxsehievons policy 
of accumulating a large national debt, and a consequently 
enormous taxation, is particularly exposed to the incon- 
venience attendant on this mode of raising taxes _ After 
visiting with a tax the whole round of luxuries ; ^er lay- 
ing horses, carriages, wine, servants, and all the_ other 
enioyments of the rich, under contribution ; ammisteris 
induced to have recourse to more direct taxes, such as 
income and property taxes, neglecting the golden maxi^ 
M. Sav, “ that the very best of all pkns of finance is to 
spend little, and the best of all taxes is that which is the 
least in amount.” 

» [Does not this sentence show an appro§.ch to doctrine of com* 

with regard to the National Debt is best 
Men in hie pMliamentnry speeches. He Mined wexy oppnrtnratj 

on the country. See especially speech Dec. 16th, 1819.] 



CHAPTER XVII.— TAXES OX OTHER COM- 
MODITIES. THAN RAW PRODUCE. 


§ 86 , 

/^N the same principle that a tax on com would raise 
the price of corn, a tax on any other Ci^mmodity 
would raise the price of that commodity. the com- 
modity did not rise J>y a sum equal to the tax, it would 
not give the same profit to the producer which he had 
before, and he would remove his capital to some other 
employment. 

The taxing of all commodities, whether they be neces- 
saries or luxuries, will, while money remains at an un- 
altered valile,^ raise their prices by a sum at least equal 
to the tax.® A tax on the manufactured necessaries of the 

* [Here Eicardo refers, not to relative value, Imt to what he 
terms real or absolute value (§ 12) ; but for the possibility of such 
a general rise in price, § 81.] 

It is observed by M. Say, ‘^that a manufacturer is not enabled 
to make the consumer pay the whole tax levied on his commodity', 
because its increased price will diminish its consumption.” Should 
tills be the ca.se, should the consum]>tion be diminished, will not 
the supply also .speedily be diminished ? M'hy .4K>uld the manu- 
facturer continue in the trade, if his profits are Itelow the genera 
level 1 M. Say appears here also to have forgotten the doctrine 
;^hicl): be elscAvliere supports, *Mhat the cost of juoduction de- 
tennines the price, below which commodities cannot fall for any 
length of time, because prmiuction would lie then either suspended 
or diminished.” — [Bk. ii., c. i\.] Vol. ii., p, 20. 

** The tax in this case falls then partly on the consumer who is 
obliged to give more for the commodity taxed, and partly on the 
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labourer would have tbe same effect on wages as a tayu 
^ difliers from other necessaries only by being , 

r&ttd “S i»po*». » tte list, i.«,dd 
uroduce precisely tbe same effects on tbe profits of stock 
and foiign tradl But a tax on luxuries ^ould ^ave no . 
ler effect than to raise tbeir price. It would fall wboUy 
oftle consumer,^ and could neither increase wages nor 

lower profits.^^ which are levied ono a countiT .for the 
purpose of supporting war, or for the ordma^ 

E Slsts, si isldoh «e 

unproductive labourers, are taken from_ the pioductive 
Sstry of the countiT; and every saving which can be 
made fmm such expenses will be generally added to the 
income, if not to the capital of the contributors. When 
forSe expenses of a year’s war, twenty milhons are msed 
bvmeans^of a loan, it is the ^ 

withdrawn from the the 

million ner annum whim is raisea u;f ^ , 

toterest of this loan is merely transferred from those who 
pt it to those who receive it, from the contributor to the 
to to the national creditor. The real expense is the 
twenty milhons, and not the interest which must be paid 
for iti Whether the interest be or be not paid, the 

producer, who wtot'S Jimhastrpayr^n 

^A^-tion 3^Ilso by the sacrifice which the prCducer is ohbged to 
jwidition, and also oy ^ gunpowder, whicli 

make of apart of Ins profits tmthytoirt 1 

acts at the same time on ii., p. 333. 

sr Si: ~ r 

i * o, .he 

creditor: XMietuerm oe \ • r „{ little importance 

:’rSS^“thrpS:S^o^t^^ deht^whathashecomcof 
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eoRBtrj will neitlier be richer nor poorer. GoTernmeiit 
niiglit at once have* required the twenty millions in the 
shape of taxes ; in wliicli case it would not have l^eeii 
necessary to raise annual taxes to the amount of a million. 
This, however, would not have changed the nature of the 
transaction* An individnal instead of |peing called upon 
to pay ^100 per annum, might have been obliged to pay 
*£2,000 once for all. It might also have suited his con- 
venience* rather to borrow this *£2,000, and to pay <£100 
p^T.iinum for interest to the lender, than to spare the 
larger sum from his own funds. In one case it is a 
private transaction between A and B, in the other G-overn- 
nient guarantees to B the payment of interest to be equally 
paid by A. If the transaction bad been of* a private 
nature, no public rec^ord would l.)e kept, of it, and it would 
l>e a matter of comparative indifference to the country 
whether A faithfully performed his contract to B, or un- 
justly retained the <£100 per annum in his own possession. 
The country would have a general interest in the faithful 
performance, of a contract, but with respect to the national 
wealth, it would have no other interest than whether A or 
B would make this <£100 most productive ; but on this 
question it would neither have the right nor the ability to 
decide. It might be possible, that if A retained it for his 
own use, he might squander it unprohtablj, and if it were 

that ? It exists no more. The consumption wliieh luas followed 
the loan has annihilated a capital w'inch wdll never yield any 
further revenue. The society is deprived not of the amount of 
interest, since that passes from one hand to the other, hut of the 
revenue from a destroyed cax>itaL This capital, if it had been 
employed productively by him who lent it to the State, %vouId 
e<iually have yielded him an income, ])ut that income %vould have 
1>een derive*! from a real productifjii, and would not have been 
furnished from tlie poedeet of a fclhiw citizen. — [bk, iii., c. ix., 
voL iL, pp. 357], voL xi., p. 357. This is both conceived <and 
exiweKHed in the true spirit of the science. [J. F. Melon, ‘‘Essai 
FoUti{|ue sur ia Commerce,” 1724, p. 24C.] 
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paid to B, lie migM add it to Ms capital, and employ it 
prodncti^^ely. And tlie converse would also be possible; 
B migbt squander it, and A might employ it prodnctiveij. 
With a view to wealth only, it might be equally or more 
desirable that A should or should not pay it ; but the 
claims of jnsticer and good faith, a greater utility, are not 
to be compelled to yield to those of a less ; and accord- 
ingly, if the State were called upon to interfere, the courts 
of justice would oblige A to perform his contract." A debt 
guaranteed by the nation, differs in no respect froarlESe 
above transaction. Justice and good faith demand that 
the interest of the national debt should continue to be 
paid, and that those who have advanced their capitals for 
the general benefit, should not be required to forego their 
equitable claims, on the plea of expediency. 

But independently of this consideration, it is by no 
means certain, that political utility would gain anything 
by the sacrifice of political integrity ; it does by no means 
follow, that the party exonerated from the payment of the 
interest of the national debt would employ it more pro- 
ductively than those to whom indisputably it is due. By 
cancelling the national debt, one maMs income might he 
raised from ^61,000 to .£1,500, hut another man's would 
be lowered from £1,500 to £1,000. These two men’s 
incomes now amount to £2,500, they would amount to 
no more then. If it be the object of Goiz^mment to raise 
taxes, there would be precisely the same taxable capital 
and income in one case, as in the other. It is not, then, 
by the payment of the interest on the national debt, that 
a country is distressed, nor is it by the exoneration from 
payment that it can be relieved. It is only by saving from 
income, and retrenching in expenditure, that the national 
capital can be increased ; and neither the income would 
be increased, nor the expenditure diminished by the anni- 
hilation of the national debt. It is by the profuse 
penditure of Government, and of individuals, and by 
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loans, tliat tlie country is impoTerished ; every measure, 
therefore, which is calculated to promote public and 
private economy, will relieve the public distress; hut it 
is error and delusion to suppose, that a real national 
difficulty can be removed, by shifting it from the shoulders 
of one clags of the community, who justly ought to bear 
it, to the shoulders of another class, who, upon every prin- 
ciple of equity, ought to bear no more than their share/ 

From what I hafe said, it must not be inferred that I 
«>u,^ider the system of borrowing as the best calculated to 
defray the extraordinaiy expenses of the State. It is a 
system which tends to make us less thrifty — to blind us 
to our real situation. If the expenses of a war be 40 
millions per annum, and the share which a#man would 
have to contribute towards that annual expense were 
dglOO, he would endeavour, on being at once called upon 
for his portion, to save speedily the <^100 from his income. 
By the system of loans, he is called upon to pay only the 
interest of this o01OO, or per annum, and considers 
that he does enough by saving this £5 from his ex- 
penditure, and then deludes himself with the belief, that 
he is as rich as before. The whole nation, by reasoning 
and acting in this manner, save only the interest of 40 
millions, or two millions ; and thus, not only lose all the 
interest or profit which 40 millions of capital, employed 
productively, would afford, but also 88 millions, the dif- 
ference between their savings and expenditure.^ If, as I 

^ [All act of confiscation such as the one mentioned would, in 
addition to its evil ethical effects, lead no doubt to grave economic 
difficulties, by reason of the feeling of insecuiity which it would 
produce. But from a purely fiscal point of view, so far as the one 
transaction was concerned, considerahle advantages would be 
derived from shifting the loss from the shoulders of the community 
in general, progressive and unprogressive classes included, to those 
of the fttwkholders, who cannot l>e regarded as numbered among 
tiie more industrial and progressive.] 

* [Thirty-eight miliions, wliich might have been saved out of 
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before observed, esicb maPL bad to make bis owe loan, aEd 
coEtribute bis full proportioE to tbe exigencies of the 
State, as soon as tbe war ceased, taxation would cease, 
and we should immediately fall into a natural state of 
prices. Out of bis private funds, A might have to pay to 
B interest for tbe money be borrowed of him during tbe 
war, to enable him to pay bis quota of the expense ; but 
with this tbe nation would have no concern. 

A country which has accumulated a*^large debt, is placed 
in a most artificial situation ; and although tbe amount of 
taxes, and tbe increased price of labour, may not, and I 
believe does not, place it under any other disadvantage 
with respect to foreign countries, except tbe unavoidable 
one of paying those taxes, yet it becomes tbe interest of 
every contributor to withdraw bis rsboulder from tbe 
burthen, and to shift this payment from himself to 
another ; and tbe temptation to remove himself and bis 
capital to another country, where be will be exempted 
from snob burthens, becomes at last irresistible, and over- 
comes the natural reluctance which every man feels to 
quit tbe place of bis birth, and tbe scene of Ms early 
associations. A country which has involved itself in tbe 
difS-Culties attending this artificial system, would act 
wisely by ransoming itself from them, at the sacrifice of 
any portion of its property wMcb might be necessary to 
redeem its debt. That which is wise in ^ individual, is 
wise also in a nation. A man who has ^10,000, paying 
him an income of <£600, out of wMch he has to pay *^100 

revenue, has not l>een so saved. Had this been done, the condi- 
tion of die nation tbe next year or so would have been the same as 
before. 

There is another point of importance involved. The two millions 
a year represents a tax chiefly paid by the producing class to those 
who do not produce. For a discussion of this point vide Walker, 

Money,'’ pp. 91-9^ ; Maclaren, “ History of the Currency,*' p. 312; 
Chevalier, ‘‘ La Monnaie,” p- 760.] 
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per aiiHUBi towards tlie interest of tlie debt, is really 
wortli only c£'8,000^aiid would be equally ricb, wheilier he 
continued to pay ^100 per annum, or at once, and for 
only once, sacrificed .^82,000, But wbere, it is asked, 
would be the purchaser of the property winch he must 
sell to obtain this J82,000 ? the answer is plain : the 
national creditor, who is to receive this =£2,000, will want 
an investment for his money, and will be dis}>osed either 
to lend it to the landholder, or manufacturer, or to pur- 
cliji^ from them a part of the property of which they 
have io dispose. To such a payment the stockholders 
themselves would largely contribute. This scheme has 
been often recommended, but we have, I fear, neither 
wisdom i*nough, nor virtue enough, to adopt It must, 
In^wever, ]>e adniiite^, that during peace, our unceasing 
ofitorts should be directed towards paying off that part of 
the debt which has been contracted during war ; and that 
no temptation of relief, no desire of escape from present, 
and I hope temporary distresses, should induce us to 
relax in our attention to that great object. 

JIo sinking fund can be efficient for the purpose of 
diminishing the debt, if it be not derived from the excess 
of the public revenue over the public expenditure. It is 
to be regretted, that the sinking fund in this country is 
only such in name ; for there is no excess of revenue 
above expenditure. It ought, by economy, to be made 
what it is professed to he, a really efficient fund for the 
payment of the debt. If, on the breaking out of any 
future war, we shall not have very considerably reduced 
our debt, one of two things must happen, either the whole 
expimses of that war must be defrayed by taxes raised 
jfrom year to year, or we must, at the end of that war, if 
not before, submit to a national bankruptcy ; not that we 
shall he unable to bear any large additions to the debt; it 
would be difficult to set limits to the powers of a great 
nation; but assuredly there are limits to the price, which 
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in tlie form of perpetual taxation, individuals will submit 
to paj for the privilege merely of living in their native 
country.^ 

§ 88. When a commodity is at a monopoly price, it is at 
the very highest price at which the consumers are willing 
to purchase it. Commodities are only at a ^^monopoly 
nrice, when by no possible device their quantity can be 
Lgmented ; and when therefore, the competition is wholly 
on one side— amongst the buyers. The monopoly price 
of one period may be much lower or higher than^the 
monopoly price of another, because the competition 
amongst the purchasers must depend on their wealth, and 
their tastes and caprices. Those peculiar wines, which are 
produced in* very limited quantity, and those works of art, 
which from their excellence or rarity, have acquired a 
fanciful value, will be exchanged for a very di:Eerent 
quantity of the produce of ordinary labour, according as 
the society is rich or poor, as it possesses an abundance or 
scarcity of such produce, or as it may be in a rude or 
polished state. The exchangeable value therefore of a 
commodity which is at a monopoly price, is no where 
regulated by the cost of production. 

Eaw produce is not at a monopoly price, because the 

' * * Credit, in general, is good, as it allows capitals to leave those 
hands where they are not usefully employed, to pass into those 
where they will he made productive : it diverts^a capital from an 
employment useful only to the capitalist, such as an investment 
in the pnblic funds, to make it productive in the hands of industry. 
It facilitates the employments of all capitals, and leaves none un- 
employed.” — ‘‘Economie Politique,” p. 463. 2 Vol. 4th Edition.— 
This must he an oversight of M. Say. The capital of the stock- 
holder can never he made productive— it is, in fact, no capital. If 
he were to sell his stock, and employ the capital he obtained for 
it, productively, he could only do so by detaching the capital of 
the buyer of his stock from a productive employment. ^ [The error 
thus commented on by Ricardo is modified in the Fifth Edition 
(Say, vol. iil, p. 280). It did not exist in the Third (vol. ii., 
p. 444).] 
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Biarliet price of barley and wheat is as nattcli regulated by 
tbeir cost of prodliction, as flie market price of cloth and 
linen. The only differenc*e is this, that one portion of the 
capital employed in agriculture regulates the price of corn, 
namely, that portion which pays no rent ; whereas, in the 
production of manufactured commodities, every portion of 
capital is employed with the same results; and as no por- 
tion pays rent, every portion is equally a regulator of price: 
corn, "^and other raw produce, can be augmented, too, in 
q^;yi,ntity, by the employment of more capital on the land, 
and therefore they are not at a inonf>poly price. There is 
competition among the sellers, as well as amongst the 
buyers. This is not the case in the jiroduction of those 
rare wines, and those valualde specimens of ♦art, of which 
we have been speaking ; their quantity cannot l>e increased, 
and their price is limited only by the extent of the power 
and will of the purchasers. The rent of these vineyards 
may be raised beyond any moderately assignable limits, 
because no other land being able to produce such wines, 
none can ,bc brought into competition with them. 

§ 89, The corn and raw produce of a country may, in- 
deed, for a time sell at a monopoly price ; but they can do 
so permanently only when no more capital can be profit- 
ably employed on the lands, and when, therefore, their 
produce cannot be increased. At such time, every portion 
of land in c'jltivation, and every portion of capital em- 
ployed on the land will yield a rent, dijSEering, indeed, in 
proportion to the difference in the return. At such a time 
too, any tax which may be imposed on the farmer, will fall 
on rent, and not on the consumer. He cannot raise the 
price of his com, because, by the supposition, it is already 
at the highest price at which the purchasers will or can 
buy it. He will not be satisfied with a lower rate of pro- 
fits, than that obtained by other capitalists, and, therefore, 
his only alternative will l>e to obtain a reduction of reiit, 
or to quit his employment. 
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Mr. BucTianaa considers com and rarv produce as at a 
monopoly price, because tbey yield a rent : all commodities 
•which yield a rent, he supposes must be at a monopoly 
piice ; and thence he infers, that aE taxes on ra-w produce 
■would fall on the landlord, and not on the consumer. 
“The price of corn,” he says, “ -which always affords a 
rent, being in no respect influenced by the expenses of its 
production, those expenses must be paid out of the rent ; 
and when they rise or fall, therefore, the eonsequehce is 
not a higher or lower price, but a higher or a lower rest, 
lu this view, all taxes on farm servants, horses, or the 
implements of agriculture, are in reality land-taxes ; the 
burden falling on the farmer during the currency of his 
lease, and ond;he landlord, when the lease comes to be re- 
newed. In like manner all those improved implements of 
husbandry which save expense to the farmer, such as 
machines for threshing and reaping, whatever gives him 
easier access to the market, such as good roads, canals and 
bridges, though they lessen the original cost of com, do 
not lessen its market price. Whatever is saved. by those 
improvements, therefore, belongs to the landlord as part of 
his rent.” ' 

It is evident that if we yield to Mr. Buchanan the basis 
on which his argument is built, namely, that the price of 
corn always yields a rent, all the consequences which he 
contends for would foEow of course. Taxes pn the farmer 
would then fall not on the consruner but on rent; and all 
improvements in husbandry would increase rent: but 1 
hope I have made it sufaeiently clear, that until a country 
is cultivated in every part, and up to the highest degree, 
there is always a portion of capital employed on the land 
which yields no rent, and that it is this portion of capital, 
the result of which, as in manufactures, .is divided between 
profits and wages that regulates the price of com. The 
price of corn, then, which does not afford a rent, being in- 
' [Smith, ed, Buchanan, 1814, vol. iv., “Obsenwtions,” pp. 37, 38.] 
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flneDeed lij the expenses of its production, those expenses 
cannot be paid out of rent. The consequence therefore of 
those expenses increasing, is a higher price, and not a 
lower rent.* 

It is remarkable that both Adam Smith and Mr. 
Buchanan, who entirely agree that taxes on raw produce, 
a land-tax, and tithes, all fall on the lint of land, and not 
on the consumers of raw produce, should nevertheless 
admit, that taxes «n malt wnuld fall on the consumer of 
beer, and not on the rent of the landlord. Adam Smith’s 
ar^ment is so able a statement of the view' which I take 
of the subject of the tax on malt, and every other tax on 
raw produce, that I cannot refrain from offering it to the 
attention of the reader. 

"‘Tlie rent and, profits of barley land must always be 
nearly equal to those of other equally fertile, and equally 
well culti\"ated land. If they w'cre less, some part of the 
barley land would soon be turned to some other purpose ; 
and if they were greater, more land would soon be turned 
to the raising of barley. When the ordinary price of any 
particular produce of land is at what may be called a 
monopoly price, a tax upon it necessarily reduces the rent 
and profit of the land which grows it. A tax upon the 
produce of those precious vineyards, of which the wine 
falls so much short of the effectual demand, that its price 

^ “ Maniifactteng industry increases its produce in proportion 
to the demand, and the i>rice falls ; hut the produce of laiid cannot 
he so mereased; and a high price is still necessary to prevent the 
COBBumption from exceeding the supply.” [Smith, ed.] Buchanan, 
voL iv,, p. 40, Is it possible that Mr. Buchanan can seriously 
assert, that the produce of the land cannot he increased, if the 
demand increases? 

® I wish the wx^rd ‘‘ Profit ” had been omitted. Dr. Smith must 
suppose the profits of the tenants of these precious vineyards to ))e 
above the general rate of profits, if they w^ere not, they would 
not pay the tax, unless they could shift it either to the landlord or 
consumer. 
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is always above tbe natural proportion to that of other 
eanally fertile, and equally well cultivated land, would 
nlessarily reduce the rent and profit^ df those ji^eyard® 
The price of the wines being already the highest that could 
be got for the quantity commonly sent to market, it could 
not be raised higher without diminishing that quantity ; 
and the quantity could not be diminished without still 
greater loss, because the lands could not be turned to any 
other equally valuable produce. The wjiok weight pf the 
tax therefore, would fall upon the rent and profit ; pro- 
Sy ™ the of the vineyard.” “ But the ordii^ary 
price of barley has never been a monopoly price ; and the 
rent and profit of barley land have never been above their 
natural proportion to those of other equally fertile and 
equally weircultivated land. The different taxes which 
have been imposed upon malt, beer," and ale, have never 
lowered the ^price of barley ; have never reduced the rent 
and profit' of barley land. The price of malt to the 
brewer, has constantly risen in proportion to the taxes 
imposed upon it ; and those taxes, together with the differ- 
ent duties upon beer and ale, have constantly either raised 
the price, or, what comes to the same thing, reduced the 
quahtv of those commodities to the consumer. The final 
payment of those taxes has fallen constantly upon the con- 
ramer, and not upon the producer.” “ On this passage 
Mr. Buchanan remarks, “ A duty on malt never could re- 
duce tlie price of barley, because, unless as raueb could be 
made of barley by malting it as by selling it unmal^, 
the quantity required would not be brought to market. 
It is clear, therefore, that the price of malt must rise in 
proportion to the tax imposed on it, as the demand could 
not otherwise be supplied. The price of barley, however, 
is just as much a monopoly price as that of sugar ; they 




CHAP. XTII.] TAXES OX OTHER COMMODITIES. 239 

l)otli 3 rieH a rent, and tlie market price of botk lias equally 
lost ail connexion witb the original cost/* ^ 

It appears then to be the opinion of Mr. Buchanan, that 
a tax on malt would raise the price of malt, but that a tax 
on the barley from which malt is made, would not raise 
the price of barley ; and, therefore, if malt is taxed, the 
tax will be paid by the consumer ; if barley is taxed, it will 
be paid by the landlord, as he wiE receiye a diminished 
rent. According fp Mr. Buchanan then, harley is at a 
monopoly price, at the highest price which the purchasers 
are billing to giye for it ; but malt made of barley is not 
at a monopoly price, and consequently it can be raised in 
proportion to the taxes that may be imposed upon it. This 
opinion of Mr. Buchanan of the effects of ajbax on malt 
appears to me to be in direct contradiction to the opinion 
he has given of a similar tax, a tax on bread. A tax on 
bread will be ultimately paid, not by a rise of price, but by 
a reduction of rent.” * If a tax on malt would raise the 
price of beer, a tax on bread must raise the price of 
bread. 

The following argument of M. Say is founded on the 
same views as Mr. Buchanan’s : “ The quantity of wine or 
com which a piece of land will produce, will remain nearly 
the same, whatever may be the tax with which it is charged. 
The tax may take away a half, or even three-fourths of its 
net produce, or of its rent if you please, yet the land would 
nevertheless b# cultivated for the half or the quarter not 
absorbed by the tax. The rent, that is to say the landlord’s 
share, would merely be somewhat lower. The reason of 
this will be perceived, if we consider, that in the ease sup- 
posed, the quantity of produce obtained from the land, and 
sent to market, wiE remain nevertheless the same. On the 
other hand the motives on which the demand for the pro- 
duce is founded, continue also the same. 

^ [Smith, ed. Buchanan, 1814, vol. iii., p. 386, note.] 

* [Smith, ed. Buchanan] VoL iii, p. 366* 
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“Now, if tlie quantity of produce supplied, and the 
quantity’ demanded, necessarily continue the same, not- 
withstanding the estabhshment or the increase of the tax, 
the price of that produce will not yary ; and if the price do 
not vary, the consumer will not pay the smallest portion of 
this tax. ^ 

Will it he said that the farmer, he who fnrnisles laDour 
and capital, will, jointly with the landlord, bear the burden 
of this tax? certainly not; because therfsircumstancg of the 
tax has not diminished the number of farms to be let, nor 
increased the number of farmers. Since in this ins^nee 
also the supply and demand remain the same, the rent of 
farms must also remain the same. The example of the 
manufactur^j- of salt, who can only make the consumers 
pay a portion of the tax, and that of th§ landlord who can- 
not reimburse himself in the smallest degree, prove the 
error of those who maintain, in opposition to the econo- 
mists, that all taxes faU ultimately on the consumer.’”— 
Vol. ii., p. 338. 

If the tax “took away half, or even three-fourths of the 
net produce of the land,” and the price of prodilce did not 
rise, how could those farmers obtain the usual profits of 
stock who paid very moderate rents, having that quality of 
land which required a much larger proportion of labour to 
obtain a given result, than land of a more fertile quality ? 
If the whole rent were remitted, they would still obtain 
lower profits than those in other trades, and would there- 
fore not continue to cultivate their land, unless they could 
raise the price of its j)roduce. If the tax fell on the 
farmers, there would be fewer farmers disposed to hire 
farms ; if it fell on the landlord, many farms would not be 
let at ’all, for they would afford no rent. But from what 
fund would those pay the tax who produce com without 
paying anv rent ? It is quite clear that the tax must fall 

' [Bk. ii., vol. ii., 0 . ix., pp. 336-338.] ’ [lb., p. 338, note.] 
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oa tlie consumer. How would sucli land, as M. Say de- 
scribes in tbe following passage, pay a tax of one-balf or 
tbree-fourtbs of its produce ? 

We see in Scotland poor lands thus cultivated by the 
proprietor, and which could be cultivated by no other 
person. Thus too, we see in the interior provinces of the 
United States vast and fertile lands, thi revenue of which, 
alone, would not be sufficient for the maintenance of the 
proprie|pr. These lands are cultivated nevertheless, but 
it must be by the proprietor himself, or, in other words, he 
mustfadd to the rent, which is little or nothing, the profits 
of his capital and industry, to enable him to live in com- 
petence. It is well known that land, though cultivated, 
yields no revenue to the landlord when no farjner will be 
willing to pay a rent for it: which is a proof that such 
land will give only the profits of the capita], and of the 
industry necessary for its cultivation.” — Say, VoL ii., 
p. 127,^ 

* [** Econ. Pol.,” 2nd Edition, bk. ii., c. ix.] 
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W E have seen that taxes on raw produce, and on the 
profits of the farmer, will fall on the coirjumer 
of raw produce ; since unless he had the power of remune- 
rating himself by an increase of price, the tax would 
reduce his^ profits below the general level of profits, and 
would urge him to remove his capital. to some other trade. 
We have seen too, that he could not, by deducting it from 
his rent, transfer the tax to his landlord; because that 
farmer who paid no rent, would, equally with the culti- 
vator of better land, be subject to the tax, whether it were 
laid on raw produce, or on the profits of the farmer. I 
have also attempted to show, that if a tax were general, 
and afiected equally all profits, whether manufacturing or 
agricultural, it would not operate either on the price 
of goods or raw produce, but would be immediately, as 
well as ultimately, paid by the producers. A tax on rent, 
it has been observed, would fall on the landlord only, and 
could not hy any means be made to^ devolve on the 
tenant. 

The poor rate is a tax which partakes of the nature 
of all these taxes, and under different circumstances falls 
on the consumer of raw produce and goods, on the profits 
of stock, and on the rent of land. It is a tax which falis„ 
with peculiar weight on the profits of the farmer, and 
therefore may be considered as affecting the price of raw 
produce. According to the degree in which it bears on 
manufacturing and agricultural profits equally, it will be a 
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general tax on tlie profits of stock, and will occasion no 
alteration in tlie price of raw produce and manufactures/ 
In pro])ortion to the fanner’s inability to remunerate him- 
self, by raising the price of raw produce, for that portion 
of the tax which peculiarly affects him, it will be a tax on 
rent, and will be paid by the landlord. To know, then, 
the operjition of the poor rate at afiy particular time, 
we must ascertain whether at that time it affects in an 
equal gr unequal degree the profits of the farmer and 
manufacturer; and also whether the circumstances be 
suci? as to afford the farmer the power of I'aising the 
price of raw produce. 

§ 91. The poor rates are professed to be levied on the 
farmer in proportion to his rent ; and accqj’dingly, the 
farmer who paid ^ very small rent, or no rent at all, 
should pay little or no tax. If this were true, poor rates, 
as far as they are paid by the agricultural class, would 
entirely fall on the landlord, and conld not be shifted to 
the consumer of raw produce. But I believe that it is not 
true; the poor rate is not levied according to the rent 
which a farmer actually pays to his landlord ; it is propor- 
tioned to the annual value of his land, whether that annual 
value he given to it by the capital of the landlord or of the 
tenant. 

If two farmers rented land of two different qualities in 
the same parish, the one paying a rent of ^100 per annum 
for 50 acres of the most fertile land, and the other the 
same snm of <£100 for 1,000 acres of the least fertile land, 
they would pay the same amount of poor rates, if neither 
of them attempted to improve the land ; but if the farmer 
of the poor land, presuming on a very long lease, should 
be induced, at a great expense, to improve the productive 
powers of his land, by manuring, draining, fencing, etc., he 
would contribute to the poor rates, not in proportion to 


* [Cl. § 78.1 
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tlie actual reut paid to the landlord, but to the actual 
annual value of the land. The rate n^ght equal or exceed 
the rent ; but whether it did or not, no part of this rate 
would be paid bj the landlord. It would have been pre- 
viously calculated upon by the tenant ; and if the price of 
produce were not sufficient to compensate him for all his 
expenses, together with this additional charge for poor 
rates, his improvements would not have been undertaken. 
It is evident, then, that the tax in thi^ case is paid by the 
consumer; for if there had been no rate, the same im;grove- 
ments would have been undertaken, and the usual and 
general rate of profits would have been obtained on the 
stock employed, with a lower price of corn. 

ISTor would it make the slightest difference in this ques- 
tion, if the landlord had made these^improvements himself, 
and had in consequence raised his rent from «i8100 to 
<£500 ; the rate would be equally charged to the consumer; 
for whether the landlord should exj^end a large sum of 
money on his land, would depend on the rent, or what is 
called rent, which he would receive as a remuneration for 
it ; and this again wouli depend on the price of com, or 
other raw produce, being suftciently high not only to cover 
this additional rent, but also the rate to which the land 
would be subject. If at the same time all manufacturing 
capital contributed to the poor rates, in the same propor- 
tion as the capital expended by the farmer or landlord in 
improving the land, then it would no longer he a partial 
tax on the profits of the farmer’s or landlord’s capital, but 
a tax on the capital of all producers ; and, therefore, it 
could no longer be shifted either on the consumer of raw 
produce or on the landlord. The farmer’s profits would 
feel the effect of the rate no more than those of the manu- ’ 
faeturer; and the former could hot, any more than the 
latter, plead it as a reason for an advance in the pnce of 
his commodity. It is not the absolute, but the relative 
fall of profits, which prevents capital from being employed 
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in anj particular trade : it is tlie diference of profit wMch 
sends capital from one eni|>lojment to anotlier. 

It must be acknowledged, liowever, that in the actual 
state of the poor rates, a much larger amount falls on the 
farmer than on the manufacturer, in proportion to their 
respective profits ; the farmer being ra^d according to the 
actual productions which he obtains, the manufacturer 
only according to the value of the buildings in which he 
works, without any*regard to the value of the machinery, 
laborif, or stock which he may employ- Prom this cir- 
cumstance it follows, that the farmer will he enabled to 
raise the price of his produ<ie by this whole difierence. 
For since the tax falls unequally, and peculiarly on his 
profits, he would have less motive to devote hj?s capital to 
the land, than to erilploy it in some other trade, were not 
the price of raw produce raised. If, on the contrary, the 
rate had fallen with greater weight on the manufacturer 
than on the farmer, he would have been enabled to raise 
the price of his goods by the amount of the difierence, for 
the same reason that the farmer under similar circum- 
stances could raise the price of raw produce. In a society, 
therefore, which is extending its agriculture, when poor 
rates fall with peculiar weight on the land, they will be 
paid partly by the employers of capital in a diminution of 
the profits of stock, and partly by the consumer of raw 
produce in its iijcreased price. In such a state of things, 
the tax may, under some circumstances, be even advan- 
tageous rather than injurious to landlords ; for if the tax 
paid by the cultivator of the worst land, be higher in pro- 
portion to the quantity of produce obtained, than that paid 
by the farmers of the more fertile lands, the rise in the 
price of corn, which will extend to all corn, will more than 
compensate the latter for the tax. This advantage will 
remain with them during the continuance of their leases, 
but it will afterwards be transferred to their landlords. 
This, then, would be the effect of poor rates in an adTancing 
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society ; but in a stationary, or in a retrograde country, so 
far as capital could not be withdrawn^from tbe land, if a 
further rate were leyied for the support of the poor, that 
part of it which fell on agriculture would be paid, during 
the current leases, by the farmers ; but, at the expiration 
of those leases, itewould almost wholly fall ourthe land- 
lords. The farmer, who, during his former lease, had 
expended his capital in improving his^land, if it were still 
in his own hands would be rated for this new tax according 
to the new value which the land had acquired by itgt- im- 
provement, and this amount he would be obliged to pay 
during his lease, although his profits might thereby be 
reduced below the general rate of profi.ts ; for the capital 
which he hh-s expended may he so incorporated with the 
land, that it cannot be removed fronf it. If, indeed, he, 
or his landlord, (should it have been expended by him) 
were able to remove this capital, and thereby reduce the 
annual value of the land, the rate would proportionately 
fall, and as the produce would at the same time be dimi- 
nished, its price would rise ; he would be compensated for 
the tax, by charging it to the consumer, and no part would 
fall on rent ; but this is impossible, at least with respect 
to some proportion of the capital, and consequently in 
that proportion the tax will he paid by the farmers during 
their leases, and by landlords at their expiration. This 
additional tax, if it fell with peculiar seyerity on manu- 
facturers, which it does not, would, under such circum- 
stances, be added to the price of their goods ; for there 
can be no reason why their profits should be reduced below 
the general rate of profits, when their capitals might be 
easily removed ^ to agriculture.® 

^ [So far as their capitals have been fixed in plant they cannot be 
removed to agriculture.] 

“ In a former part of this work, I have noticed the difference 
l>etween rent, properly so called, and the remuneration paid to 
the landlord under that name, for the advantages which the ex- 
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penditure of his capital has procured to his tenant ; hut I did not 
perhaps sufficiently distinguish the difference which would arise 
from the different modes in which this capital might he applied. 
As a part of this capital, when once expended in the improvement 
of a farm, is inseparably amalgamated with the land, and tends to 
increase its productive powers, the remuneration paid to the land- 
lord for its use is strictly of the nature of rent, and is subject to 
all the lawsi» of rent. Whether the improvement be made at the 
expense of the landlord or the tenant, it will not be undertaken 
in the ftrst instance, unless there is a strong probability that the 
return will at least be^^qual to the profit that can be made by the 
disposition of any other equal capital ; but when once mad^ the 
retmH obtained will ever after be wholly of the nature of rent, 
and will be subject to all the variations of rent. Some of these 
expenses, however, only give advantages to the land for a limited 
period, and do not add permanently to its productive powers : 
being bestowed on buildings, and otlier perishable isjiprovements, 
they require to be coi||5tantly renewed, and therefore do not obtain 
for the landlord any permanent addition to his real rent. [In 
continuation of this subject we must note the effect of the Agri- 
cultural Holdings Act ( 1883 ) on the power of, the landlord to 
refuse to make improvements, unless he deems such to be con- 
sonant with his interest. In certain cases, as in drainage improve- 
ments, the tenant can really compel his landlord to make an outlay 
of capital oirthe land.] 



CHAPTER XIX^— ON SUDDEN CHANGES IN 
THE CHANNELS OP TRADE. 


§ 92 . 

A GREAT manufacturing country is peculiarly exi^Dsed 
to temporary reverses and contingencies, produced 
by tbe removal of capital from one employment to another. 
The demands for the produce of agriculture are uniform, 
they are not^ under the influence of fashion, prejudice, or 
caprice. To sustain life, food is nece^ssary, and the demand 
for food must continue in all ages, and in all countries. 
It is different with manufactures ; the demand for any 
particular manufactured commodity, is subject not only to 
the wants, but to the tastes and caprice of the purchasers. 
A new tax too may destroy the comparative 'advantage 
which a country before possessed in the manufacture of a 
particular commodity ; or the effects of war may so raise 
the freight and insurance on its conveyance, that it can no 
longer enter into competition with the home manufacture 
of the country to which it was before exported. In all 
such eases, considerable distress, and no dcrabt some loss, 
win be experienced by those who are engaged in the 
manufacture of such commodities ; and it will be felt not 
only at the time of the change, but through the whole 
interval during which they are removing their capitals, 
and the labour which they can command, from one em- 
ployment to another. 

Nor will distress be experienced in that country alone 
where such difficulties originate, but in the countries to 
which its commodities were before exported. No country 
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can long import, unless it also exports, or can long export 
unless it also impoi’ts. If, then, anj circumstance should 
occur, which should permanently prevent a country from 
importing the usual amount of foreign commodities, it 
will necessarily diminish the manufacture of some of those 
commodifies which were usually exported; and although 
the total value of the productions of tiae eountiw will pro- 
bably be but little altered, since the same capital will be 
employed, yet the}- will not be equally abundant and 
che^ and considerable distress will be experienced 
through the change of employments. If by the employ* 
ment of ^010,000 in the manufacture of cotton goods for 
exportation, we imported annually 3,000 pair of silk stock- 
ings of the value of .£2,000, and by the interruption of 
foreign trade we shuuhl be obliged to withdraw this capital 
from the manufacture of cotton, and employ it ourselves 
in the manufacture of stockings, we should still obtain 
stockings of the value of .£2,000 provided no p>art of the 
capital were destroyed ; but instead of having 3,000 pair, 
we might only have 2,500. In the removal of the capital 
from the cotton to the stocking trade, much distress might 
be experienced, but it would not considerably impair the 
value of the national property, although it might lessen 
the quantity of our annual productions.® 

^ [The same amount of labour and capital heing employed, but 
under conditions,pf less advantage. The total value may he the 
same, but the number of commodities produced being less, each 
will possess a larger portion of that value.] 

® ‘‘Commerce enables us to obtain a commodity in the place 
where it is to be found, and to convey it to another where it is to 
be consumed ; it therefore gives us the pow’er of increasing the 
value of the commodity, by the whole difference between its price 
in the first of these places, and its price in the second.” M. Say, 
p. 458, voL ii. [Reference 2nd Edition, vol. ii, pp. 437, 438, 
ed. 1814.] True, but how is this additional value given to it ? By 
adding to the cost of production, first, the expenses of conveyance; 
secondly, the profit on the advances of capital made by the mer- 
chant. The commodity is only more valuable, for the same reasons 
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The commencement of war after a long peace, or of 
peace after a long war, generaUy proAnces considerable 
distress in trade. It changes in a great degree the nature 
of the employments to which the respective capitals of 
countries were before devoted; and during the interval 
while they are settling in the situations which ney circum- 
stances have made the most beneficial, much fixed capital 
is unemployed, perhaps wholly lost, and labourers are 
without fuU employment. The duration of this distress 
will be longer or shorter according to the strength of Jhat 
disinclination, which most men feel to abandon that em- 
ployment of their capital to which they have long been 
accustomed. It is often protracted too by the restrictions 
and prohibitions, to which the absurd jealousies which 
prevail between the different States cf the commercial 
commonwealth gi've rise. 

§ 93. The distress which proceeds from a revulsion of 
trade, is often mistaken for that which accompanies a 
diminution of the national capital, and a retrograde state 
of society; and it would perhaps be difiieult to point 
out any marks by which they may be accurately dis- 
tingnished. 

When, however, sncli distress immediately accompanies 
a change from war to peace, our knowledge of the 
existence of such a cause will make it reasonable to 
believe, that the funds for the maintenance^of labour have 
rather been diverted from their usual channel, than mate- 
rially impaired, and that after temporary suffering, the 
nation will again advance in prosperity. It must be 


that every other commodity may become more valuable, because 
more labour is expended on its production and conveyance, before 
it is purchased by the consumer. This must not be mentioned as 
one of the advantages of commerce. When the subject is more 
closely examined, it will be found that the whole benefits of com- 
merce resolve themselves into the means which it gives us of 
acquiring, not more valuable objects, but more useful ones. 
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remembered too that tbe retrograde condition is always 
an unnatural state* of society. Man from youth grows to 
manhood, then decays, and dies; hut this is not the 
progress of nations. When arrived to a state of the 
greatest vigour, their further advance may indeed he 
arrested, J3ut their natural tendency is to continue for 
ages, to sustain undiminished their wealth, and their 
population. 

In rich and powerful countries, where large capitals 
are J^n vested in machinery, more distress wHl be expe- 
rienced from a revulsion in trade, than in poorer countries 
where there is proportionally a much smaller amount of 
fixed, and a much larger amount of circulating capital, and 
where consequently more work is done by tiie labour of 
men. It is not S6 difficult to withdraw a circulating as a 
fixed capital, from any employment in which it may he 
engaged. It is often impossible to divert the machinery 
which may have been erected for one mannfacture, to the 
purposes of another ; but the clothing, the food, and the 
lodging of the labourer in one employment maybe devoted 
to the support of the labourer in another ; or the same 
labourer may receive the same food, clothing and lodging, 
whilst his employment is changed. Gffiiis, however, is an 
evil to which a rich nation must submit ; and it would not 
be more reasonable to complain of it, than it would he in 
a rich merchant to lament that his ship was exposed to 
the dangers of the sea, whilst his poor neighbour’s cottage 
was safe from all such hazard. 

§ 94 From contingencies of tins kind, though in an 
inferior degree, even agriculture is not exempted. War, 
which in a commercial country, interrupts the commerce 
of States, frequently prevents the exportation of com from 
countries where it can be produced with little cost, to 
others not so favourably situated. Under such circum- 
stances an unusual quantity of capital is drawn to agri- 
culture, and the country which before imported becomes 
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independent of foreign aid.' At tlie termination of tlie 
war, tlie obstacles to importation are removed, and a com- 
petition destructive to tlie home-grower commences, from 
which he is unable to withdraw, without the sacrifice of a 
great part of his capital. The best policy of the State 
would be, to lay a tax, decreasing in amount froigp. time to 
time, on the imporfation of foreign corn, for a limited 
number of years, in order to a:fford to the home-grower an 
opportunity to withdraw his capital gradually from the 
land.^ In so doing, the country might not be making 
the most advantageous distribution of its capital, but the 
temporary tax to which it was subjected, would be for 
the advantage of a particular class, the distribution of 
whose capital was highly useful in procuring a supply of 
food when importation was stopped. „ Ifi such exertions in 
a period of emergency were followed by risk of ruin on the 
termination of the difficulty, capital would shun such an 
employment. Besides the usual profits of stock, farmers 

^ [Bicardo was writing with m imaginary picture in his mind. 
He was considering the circumstances of the agricnltural interest 
before, during, and after the French war. During the early years 
of the war it was a feasible enough plea that it was to the interest 
of the country to provide for a sufficient supply of home-grown 
com in order that it might be unfettered in its action by a de- 
pendence on supplies from foreign lands (cf. Keport on Corn 
Trade, 14th May, 1804). On the conclusion of the war the ports 
were opened, and ‘‘wheat, which had hitherto averaged d£5 10^. a 
quarter suddenly fell to £3 5^., and immediately the farmers raised 
a cry of distress” (Leone Levi, “History of Commerce,” p. 213). 
The whole question is dealt with by Held, “Zwei Bucher,” 
pp. 521-529 ; Leone Levi, pp. 211-218, 292-301. 

The course taken by the Legislature followed to some extent 
that foreshadowed by Bicardo, as he explains Ms view both here 
and in his speeches in the House of Commons.] 

^ In the last volume to the supplement of the Encyclopedia 
Britannica, article “ Com Laws and Trade,” are the following 
excellent suggestions and observations : “ If we shall at any future 
period think of retracing our steps, in order to give time to with- 
draw capital from the cultivation of our poor soils, and to invest 
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would expect to "be compensated for tlie risk wliicli tkej 
iucurred of a sudden influx of corn ; and, therefore, the 
price to the consumer, at tlie seasons when he most re- 
quired a supply, would be enhanced, not only by the 
superior cost of growing corn at home, but also by the 
insurance which he would have to pay, in the price, for 
the peculiar risk to which this emploj-lnent of capital was 
exposed. hTotwithstanding, then, that it would he more 
productive of weaith to the country, at whatever sacriflce 
of capital it might be done, to allow the importation of 
cheap corn, it would, perhaps, be advisable to charge it 
with a duty for a few years. 

In examining the question of rent, we found, that with 
every increase in the supply of corn, and wath the con- 
sequent fall of it&prjce, capital would he withdrawn from 
the poorer land ; and land of a better description, which 
would then j>ay no rent, would become the standard by 
which the natural price of corn would be regulated. At 
£4s per quarter, land of an inferior quahty, which may be 
designated by hTo. 6, might be cultivated; at £Z 10&*. 

it in more lucrative emi>loyments, a gradually diminishing scale of 
duties may be adopted. The price at which foreign grain should 
be admitted duty free, may be made to decrease from SOs. its 
present limit, by 4^. or 5s. per quarter annually, till it reaches 50 a, 
wdien the ports could safely be thrown open, and the restrictive 
system be for ever abolished. When this happy event shall have 
taken place, it will be no longer necessary to force nature. The 
capital and enterprise of the country will be turned into those 
departments of industry in which our physical situation, national 
character, or political instittitions, fit us to excel. The com of 
Poland, and the raw cotton of Carolina, will be exchanged for the 
wares of Birmingham, and the muslins of Glasgow. The genuine 
commercial spirit, that which permanently secures the prosperity 
of nations, is altogether inconsistent with the dark and shallow 
policy of monopoly. The nations of the earth are like provinces 
of the same kingdom— a free and unfettered intercourse is alike 
productive of general and of local advantage.” The whole article 
is well w'^orthy of attention ; it is very instructive, is ably written, 
and shows that the author is completely master of the subject. 
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lifo 5 • at £3 No. 4, and so on. If com, in consequence 
of permanent abundance, feE to ^3 1Q«., the capital em- 
ployed on No. 6 would cease to he employed ; for it was 
only when com was at £4 that it could obtain the general 
profits, even without paying rent : it would, therefore, be 
withdrawn to manufacture those commodities with which 
all the com growiC on No. 6 would be purchased and 
imported. In this employment it would necessarily be 
more productive to its owner, or it would not Ijp with- 
drawn from the other ; for if he could not^ obtain more 
com by purchasing it with a commodity which he iffanu- 
factured, than he got from the land for which he paid no 
rent, its price could not be imder ^84. 

It has, hqyever, been said, that capital cannot be with- 
drawn from'the land ; that it takes the, form of expenses, 
which cannot be recovered, such b manuring, fencing, 
draining, etc., which are necessarEy inseparable from the 
land. This is in some degree tme ; but that capital which 
consists of cattle, sheep, hay and com ricks, carts, etc., 
may be withdrawn; and it always becomes a matter of 
calculation, whether these shall continue to b« employed 
on the land, notwithstanding the low price of com, or 
whether they shall be sold, and their value transferred to 
another employment. 

Suppose, however, the fact to be as stated, and that no 
part of the capital could be withdrawn ; ^ the farmer would 

' Whatever capital becomes fixed on the land, must necessarily 
be the landlord’s, and not the tenant’s, at the expira,tion of the 
lease. Whatever compensation the landlord may receive for this 
capital, on re-letting his land, will appear in the form of rent ; but 
no rent will be paid, if, with a given capital, more com can be 
obtained from abroad, than can be grown on this land -t home. If 
the circumstances of the society should require corn to be imported, 
and 1,000 quarters can be obtained by the emplojunent of a given 
capital, and if this land, with the employment of the same capital, 
will yield 1,100 quarters, 100 quarters will necessarily go to rent ; 
but if 1,200 can be got from abroad, then this land will go out of 
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contiime to raise corn, aad precisely the same quantity 
too, at whatever price it might sell ; for it could not be his 
interest to produce less, and if he did not so employ his 
capital, he would obtain from it no return whatever. 
Corn could not be imported, because he would sell it lower 
than J03 10s. rather than not sell it at all, and by the sup- 
position the importer could not sell ^ under that price. 
Although then the farmers, who cultivated land of this 
quality, would un<^ubtedly he injured by the fall in the 
exchangeable value of the commodity which they pro- 
duced, — how would the country be afected ? We should 
have precisely the same quantity of every commodity pro- 
duced, hut raw produce and corn would sell at a much 
cheaper price. The capital of a country consists of its 
commodities, and as these would be the same as before, 
reproduction would go on at the same rate. This low 
price of com would however only ajfford the usual profits 
of stock to the land, No. 5, which would then pay no rent, 
and the rent of all better land would fall : wages would 
also fall, and profits would rise. 

However low the price of corn might fall; if capital 
could not be removed from the land, and the demand did 
not increase, no importation would take place; for the 
same quantity as before would be produced at home. 
Although there would be a different division of the pro- 
duce, and some classes would be benefited, and others in- 
jured, the aggregate of production would be precisely the 


cultivation, for it will not then yield even the general rate of pro- 
fit, Bnt this is no disadvantage, however great the capital may 
have been, that had been expended on the land. Snch capital is 
spent with a view to angment the produce — that, it should be re- 
membered, is the end ; of what importance then can it be to the 
society, whether half its capital be sunk in value, or even annihi- 
lated, if they obtain a greater annual quantity of prwiuctiont 
Those who deplore the loss of capital in this case, are for sacrificing 
the end to the means. 
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Tliej do not see that tlie end of all commerce is to increase 
production, and that hj increasing production, though you 
may occasion partiaf loss, you increase the general happi- 
ness. To be consistent, they should endeavour to arrest 
all improvements in agriculture and manufactures, and all 
inventions of machinery; for though these contribute to 
general abundance, and therefore to thetgeneral happiness, 
they never fail, at the moment of their introduction, to 
deteriorate or annihilate the value of a part of the existing 
capital of farmers and manufacturers/ 

Agriculture, like all other trades, and particularly in a 
commercial country, is subject to a reaction, which, in an 
opposite direction, succeeds the action of a strong stimulus. 
Thus, when war interrupts the importation ^f com, its 
consequent high piglce attracts capital to the land, from 
the large profits which such an employment of it ai^ords; 
this will probably cause more capital to be employed, and 
more raw produce to be brought to market than the 
demands of the country require. In such case, the price 
of corn will fall from the effects of a glut, and much 
agricultural distress will he produced, till the average 
supply is brought to a level with the average demand. 

^ Among the most able of the publications, on the impolicy of 
restricting the Importation of Com, may be classed Major Torrens’ 
Essay on the External Corn Trade. [1815.] His arguments 
appear to me to be unanswered, and to be unanswerable. 



CHAPTER XX.-— VALUE AND RICHES, THEIR 
DISTINCTIVE PROPERTIES. 

§ 95 . 

** A MAN is ricli or poor/^ says Adam Smith, “ ^cord- 
ing to the degree in which he can a:fford to enjoy 
the necessaries, conveniences, and amusements of human 
life.” ^ ^ 

Value, then, essentially dihters from riches, for value 
depends not on abundance, but on the difB.culty or facility 
of production. The labour of a million of men in manu- 
factures, will always produce the same value, but will not 
always produce the same riches. By the invention of 
machinery, by improvements in skill, by a better division 
of labour, or by the discovery of new markets, where more 
advantageous exchanges may be made, a million of men 
may produce double, or treble the amount of riches, of 
** necessaries, conveniences, and amusements,” in one state 
of society, that they could produce in another, hut they 
will not on that account add any thing to value ; for every 
thing rises or falls in value, in proportion, to the facility 
or difficulty of producing it, or, in other words, in propor- 
tion to the quantity of labour employed on its production. 
Suppose with a given capital, the lahoor of a certain num- 
ber of men produced 1,000 pair of stockings, and that by 
inventions in machinery, the same number of men can 
produce 2,000 pair, or that they cau continue to produce 
1,000 pair, and can produce besides 600 hats; then the 

^ [Bk. i, c, V., p, 12 b.] 
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value of the 2,000 pair of stockings, or of the 1,000 pair 
of stockings, and 500 hats, will be neither more nor less 
than that of the l,t)00 pair of stockings before the intro- 
duction of machinery ; for they will be the produce of the 
same quantity of labour. But the value of the general 
mass of commodities will nevertheless be diminished ; ‘ 
for, althoiTgh the value of the increased^ quantity produced, 
ill consequence of the improvement, will be the same ex- 
actly as the value ijwould have been of the less quantity 
that would have been produced, had no improvement taken 
plac^an effect is also produced on the portion of goods 
still uncoiisumed, which were manufactured previously to 
the improvement ; the value of those goods will be reduced, 
inasmuch as they must fall to the level, quantity for 
quantity, of the goods produced under all the advantages 
of the improvement : and the society will, notwithstanding 
the increased quantity of commodities, notwithstanding its 
augmented riches, and its augmented means of enjoyment, 
have a less amount of value. By constantly increasing the 
facility of production, we constantly diminish the value of 
some of the commodities before produced, though by the 
same means we not only add to the national riches, but 
also to the power of future production. Many of the errors 
in political economy have risen from errors on this subject, 
from considering an increase of riches, and an increase of 
value, as meaning the same thing, and from unfounded 
notions as to 'fwhat constituted a standard measure of 
value. 

§ 96. One man considers money as a standard of value, 
and a nation grows richer or poorer, according to him, in 
proportion as its commodities of all kinds can exchange 
for more or less money. Others represent money as a 
very convenient medium for the purpose of barter, but not 
as a proper measure by which to estimate the value of 

* [In existence at the time, stock produced under the former cir- 
cumstances forming part.] 
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other things ; the real measure of value according to 
them, is corn, and a country is rich or poor, according as 
its commodities will exchange for inore or less corn." 
There are others again, who consider a country rich or 
poor, according to the quantity of labour that it can 
purchase. But why should gold, or corn, or labour, be 
the standard measure of value, more than coals iron?— 
more than cloth, soap, candles, and the other necessaries of 
the labourer P—why, in short, shouldr any commodity, or 
all commodities together, be the standard, when such a 
standard is itself subject to fluctuations in value? <Jorn, 
as well as gold, may from difficulty or facility of produc- 
tion, vary 10, 20, or 30 per cent., relatively to other 
things; wh]^ should we always say, that it is those other 
things which have varied, and not the, com ? That com- 
modity is alone invariable, which at all times requires the 
same sacrifice of toil and labour to produce it. Of such 
a commodity we have no knowledge, but we may hypo- 
thetically argue and speak about it, as if we had ; and 
may improve our knowledge of the science, by showing 
distinctly the absolute inapplicability of all the standards 
which have been hitherto adopted. But supposing eithev 
of the’ie to be a correct standard of value, still it would not 
he a standard of riches, for riches do not depend on value,^ 

^ A<la-m Smith says, “ that the difference between the real and 
the nominal price of commodities and labour, is not a matter of 
mere speculation, hut may sometimes he of ccnsiderable use in 
practice.” [Bk. i, c. v., p. 14 a ] I agree with him ; hiit the real 
price of labour and commodities, is no more to be ascertained by 
llieir price in goods, Adam Smith’s real measure, than hy their 
price in gold and silver, his nominal measure. The labourer is 
only paid a really high price for his labour, when his wages will 
•urchase the produce of a great deal of labour. 

^ In vol. 1, p. lOS [bk. I, c. ii., 2nd edition], M. Say infeis, that 
silver is now of the same value, as in the reign of Louis XIV., 
“ because the same quantity of silver will buy the same quantity 

of corn.” , ,.«> ± 

3 [Editor’s italics. This passage exhibits the difficulty of sta- 
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A man is ricli or poor, according to the abundance of 
necessaries and Imuries which he can command; and 
whether the exchangeable value of these for monej, for 
com, or for labour, be high or low, they will equally cou- 
tribute to the enjojnoiient of their possessor. It is through 
confoundiiag the ideas of value and wealth, or riches that 
it has been asserted, that by diminishing the quantity of 
commodities, that is to say of the necessaries, con- 
veniemlfes, and enjoyments of human life, riches may be 
incui^sed. If value were the measure of riches, this could 
not be denied, because by scarcity the value of commodi- 
ties is raised; but if Adam Smith be correct, if riches 
consist ill necessaries and enjoyments, then they cannot be 
increased by a diminution of quantity. 

It is time, that the man in possession of a scarce com- 
modity is richer, if by means of it he can command more 
of the necessaries and enjoyments of human life; but as 
the general stock out of -which each man’s riches are 
drawn, is diminished in quantity, hy all that any indi- 
vidual takes from-it, other men’s shares must necessarily 
be reduced in proportion as this favoured individual is 
ahle to appropriate a greater quantity to himself. 

Let water become scarce, says Lord Lauderdale,^ and be 
exclusively possessed by an individual, and you will 
increase his riches, because water will then have value ; 
and if wealth the aggregate of individual riches, you 
will by the same means also increase wealth. You un- 
doubtedly will increase the riches of this individual, but 
inasmuch as the farmer must sell a part of his corn, the 
shoemaker a part of his shoes, and all men give up a 
portion of their possessions for the sole purpose of sup- 
plying themselves with water, which they before had for 
nothing, they are poorer by the whole quantity of com- 

tistieal attempts at comparison of tlie riches of a nation at two 
separate periods. ] 

^ Inquiry into the Nature and Causes of Wealth,” p. 44,] 
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moclities wliicli they are obliged to devote to this xiurpose, 
and the proprietor of water is benefited precisely by tlie 
anoonnt of tlieir loss. The same quantity of w^ater, and 
the same quantity of commodities, are enjoyed by the 
whole society, but they are differently distributed. This 
is, however, supposing rather a monopoly of water than a 
scarcity of it. If it should be scarce, then the riches 
of the country and of individuals would be actually 
diminished, inasmuch as it would be deprived of a portion 
of one of its enjoyments. The farmer would not only 
have less corn to exchange for the other commodities 
which might be necessary or desirable to him, but he, and 
every other individual, would be abridged in the enjoy- 
ment of one«of the most essential of their comforts. Not 
only would there be a different distribution of riches, but 
an actual loss of wealth. 

It may be said, then, of two countries possessing pre- 
cisely the same quantity of all the necessaries and comforts 
of life, that they are equally rich, but the value of their 
respective riches would depend on the comparative facility 
or difficulty with which they were produced. For if an 
improved piece of machinery should enable us to make 
two pair of stockings, instead of one, without additional 
labour, double the quantity would be given in exchange 
for a yard of cloth. If a similar improvement be made 
in the manufacture of cloth, stockings and cloth will 
exchange in the same proportions as before, but they will 
both have fallen in value ; for in exchanging them for 
hats, for gold, or other commodities in general, twice the 
former quantity must be given. Extend the improve- 
ment to the production of gold, and - every other com- 
modity ; and they will all regain their former proportions. 
There will be double the quantity of commodities annually 
produced in the country, and therefore the wealth of the 
country will he doubled, but this wealth will not have 
increased in value. 
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Altliougli Adam Sinitli lias given tlie correct descrip- 
tion of riclies, wliicli I liave more than once noticed, lie 
afterwards explains them differently, and says, "‘that a 
man must be rich or poor according to the quantity of 
labour^ which he can afford to purchase.” “ Now, this 
description differs essentially from the other, and is 
certainly incorrect ; for, suppose theismines were to be- 
come more productive, so that gold and silver fell in value, 
from t^ie greater ifacility of their production; or that 
velvets were to be manufactured with so much less labour 
thaii^efore, that they fell to half their former value ; the 
riches of all those who purchased those commodities would 
be increased ; one man might increase the quantity of his 
plate, another might buy doul le the quantity of velvet ; 
but with the possession of this additional plate and velvet, 
they could employ no more labour than before ; because, 
as the exchangeable value of velvet and of plate would be 
lowered, they must part with proportionally mox'e of these 
species of riches to purchase a day’s labour. Eiches, then, 
cannot be estimated by the quantity of labour which they 
can purchase. 

§ 97, From what has been said, it will be seen that the 
wealth of a country may be increased in two ways : it may 
be increased by employing a greater portion of revenue in 
the maintenance of productive labour, — ^wMch will not 
only add to the quantity, but to the value of the mass of 
commodities ; ^or it may be increased, without employing 
any additional quantity of labour, by making the same 
quantity more productive, — ^wMch will add to the abun- 
dance, but not to the value of commodities. 

In the first case, a country would not only become rich, 
but the value of its riches would increase. It would 
become rich by parsimony ; by diminishing its expenditure 


^ [Insert ** which he can command or.”] 
“ [Bk, L, c. v., p. 12k] 
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on objects of luxury and enjoyment ; and employing those 
savings in reproduction. 

In the second case, there will not necessarily be either 
any diminished expenditure on luxuries and enjoyments, 
or any increased quantity of productive labour employed, 
but with the same labour more would be produced ; wealth 
would increase, but not value. Of these two modes of 
increasing wealth, the last must be preferred, since it pro- 
duces the same effect without the privation and diminution 
of enjoyments, which can never fail to accompa^ the 
first mode. Capital is that part of the wealth of a country 
which is employed with a view to future production, and 
may be increased in the same manner as wealth. An 
additional capital will be equally efficacious in the pro- 
duction of future wealth, whether ^it ^be obtained from 
improvements in skill and machinery, or from using more 
revenue reproductively ; for wealth always depends on the 
quantity of commodities produced, without any regard to 
the facility with which the instruments employed in pro- 
duction may have been procured. A certain quantity of 
clothes and provisions will maintain and employ the same 
number of men, and will therefore procure the same 
quantity of work to be done, whether they be produced by 
the labour of 100 or 200 men ; but they will be of twice 
the value if 200 have been employed on their production. 

§ 98. M. Say,^ notwithstanding the corrections he has 
made in the fourth and last edition of his work, Trait<5 
d’Economie Politique,” appears to me to have been singu- 
larly unfortunate in his definition of riches and value. 
He considers these two terms as synonymous, and that a 
man is rich in proportion as he increases the value of his 
possessions, and is enabled to command an abundance of 
commodities. “ The value of incomes is then increased,” 

^ [Say, in Ms ** Lettres h M. Malthas,” pp. 101-107, criticizes the 
positions assimied by Ricardo, He still refuses to recognize the 
distinction here made between value and riches.] 
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he obserYes, if they can procure, it does not signify by 
wbat means, a greater quantity of products.” According 
to M. Say,^ if tlie* difficulty of producing cloth were to 
double, and consequently cloth was to exchange for double 
the quantity of the commodities for which it exchanged 
before, it would be doubled in value, to which I give my 
fullest ass’ent ; but if there were any^eculiar facility in 
producing the commodities, and no increased difficulty in 
producing cloth, and cloth should in consequence exchange 
as before for double the quantity of commodities, M. Say 
wouK^ still say that cloth had doubled in value, whereas 
according to my view of the subject, he should say, that 
cloth retained its former value, and those particular com- 
modities had fallen to half their former value. Must not 
M. Say be inconsistent with himself when he says, that by 
facility of production, two sacks of corn may be produced 
by the same means that one was produced before, and 
that each sack will therefore fall to half its former value, 
and yet maintain that the clothier who exchanges his cloth 
for two sacks of com, will obtain double the value he 
before obtained, when he could only get one sack in 
exchange for his cloth. If two sacks be of the value that 
one was of before, he evidently obtains the same value 
and no more, — he gets, indeed, double the quantity of riches 
— double the quantity of utility — double the quantity of 
wliat Adam Smith calls value in use, but not double the 
quantity of value, and therefore M. Say cannot be right 
in considering value, riches, and utility to be synonymous. 
Indeed, there are many parts of M. Say’s work to which I 
can confidently refer in support of the doctrine which I 
maintain, respecting the essential diffierence between value 
and riches, although it must be confessed that therOgare 
also various other passages in which a contrary doctijine is 
maintained. These passages I cannot reconcile, and I 


[The following references are to the fourth edition.] 
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point them out by putting them in opposition to each 
other, that M. Say may, if he should do me the honour to 
notice these observations in any future edition of his work, 
give such explanations of his views as may remove the 
difficulty, which many others, as well as myself, feel in our 


endeavours to expound them. 

r 

1. In the exchange of two pro- 

ducts, we only in fact ex- 
change the productive ser- 
vices which have served 
to create them p. 504. 

2. There is no real dearness 

but that which arises from 
the cost of pro<luction. 
A thing really dear, is that 
which costs much in pro- 
ducing 497. 

3. The value of all the pro- 

ductive services that must 
he consumed to create a 
product, constitute the 
cost of production of that 
product 505. 

4. It is utility which deter- 

mines the demand for a 
commodity, but it is the 
cost of its production 
which limits the extent of 
its demand. ^Yhen its uti- 
lity does not elevate its 
value to the level of the 
cost of production, the 
thing is not worth what it 
cost ; it is a proof that the 
productive services might 
'‘ he employed to create a 
commodity of a superior 
value. The possessors of 
j)roductive funds, that is 
to say, those who have the 


5. The value of incomes is then 

increased, if they can pro- 
cure (it does no? signify 
by wliat means,) ajareater 
quantity of products. 

6. Price is the measure of the 

value of things, and their 
value is the measure of 
their utility. 2 Vol. ...p. 4. 

7. Exchanges made freely, 

show at the time, in the 
place, and in the state of 
society in which we are, 
the value which men at- 
tach to the things ex- 
changed 466. 

8. To produce, is to create 

value, by giving or increas- 
ing tbe utility of a thing, 
and thereby establishing a 
demand for it, which is the 
first caSse of its value. 
Vol. 2 487. 

9. Utility being created, con- 

stitutes a product. The 
exchangable value which 
results, is only the measure 
of this utility, the measure 
of the production which 
has taken place 490. 

10. The utility which people of 

a particular country find in 
a product, can no other- 
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disposal of labour, of ca- wise be appreciated than 

pital or land, are perpetu- by the price which they 

ally occupied iiP compa- give for it p. 502. 

ring the cost of produc- 11. This price, is the measure 
tion with the value of the of the utility, which it has 

things produced, or which in the judgment of men ; 

comes to the same thing, of the satisfaction wdiich 

in comparing the value of they^ derive from con- 

different commodities with suining it, because they 

eacli other ; because the would not prefer consum- 

cost» of productidn is no- ing this utility, if for the 

thing else hut the value of price which it cost tliey 

IJl^irctive services, con- could ac(|uire a utility 

sumed in forming a pro- -which wouhl give them 

duction ; and the value of more satisfaction 506. 

a productive service is no- 12. The quantity of all other 
thing else than the value commodities -%vhieh a per- 

of the commodity’, which son can immediately obtain 

is the result. The ’value in exchange for the com- 

of a commodity, the va- modity of wliich lie wishes 

liie of a productive service, to dispose, is at all times a 

the value of the cost of value not to he disputed. 

production are all, then, Vol. 2 4. 

similar values wlien every 
thing is* left to its natural 
course. 

-If tbiere is no real dearness but tbat wbicb. arises from 
cost of production, (see 2.) bow can a commodity be said to 
rise in value, (see 5.) if its cost of production be not in- 
creased ? and merely because it will exchange for more of 
a cheap commo€.ity — for more of a commodity the cost of 
production of which has diminished r 'When I give 2,000 
times more cloth for a pound of gold than I give for a 
pound of iron, does it prove that I attach 2,000 times more 
utility to gold than I do to iron ? certainly not ; it proves 
only as admitted by M. Say, (see 4.) that the cost of pro- 
duction of gold is 2,000 times greater than the cost of pro- 
duction of iron. If the cost of production of the two metals 
were the same, I should give the same price for them ; but 
if utility were the measure of value, it is probable I should 
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give more for tlie iron. It is tlie competition of the pro- 
ducers ‘‘ -wlio are perpetually employed in comparing the 
cost of production with the value of tlie thing produced,” 
(see 4.) which regulates the value of different commodities. 

If, then, I give one shilling for a loaf, and 21 shillings for 
a guinea, it is no proof that this in my estimation is the 
comparative measure of their utility. 

In 1^0. 4, M, Say maintains with scarcely any variation, 
the doctrine which I hold concerning value. Injiis pro- 
ductive services, he includes the services rendered by land, 
ca|)ital, and labour; in mine I include only capi® and 
labour, and wholly exclude land. Our difference proceeds 
from the different view which we take of rent : I always con- 
sider it as tl|je result of a partial monopoly, never really regu- 
lating price, but rather as the effect of it. If all rent were 
relinquished by landlords, I am of opinion that the com- 
modities produced on the land would be no cheaper, because 
there is always a portion of the same commodities pro- 
duced on land, for which no rent is or can be paid, as the 
surplus produce is only sufficient to pay the profits of stock. 

To conclude, although no one is more disposed than I 
am to estimate highly the advantage which results to all 
classes of consumers, from the real abundance and cheap- 
ness of commodities, I cannot agree with M. Say, in esti- 
mating the value of a commodity, by the abundance of 
other commodities for which it will exchange ; I am of the 
opinion of a very distinguished writer, Destutt de 
Tracy, who says, that “ To measure any one thing is lo 
compare it with a determinate quantity of that same thing 
which we take for a standard of comparison, for unity. To 
measure, then to ascertain a length, a weight, a value, is 
to find how many times they contain metres, grammes, ** 
francs, in a word, unities of the same description.” A 
franc is not a measure of value for any thing, but for a 
quantity of the same metal of which francs are made, 
unless francs, and the thing to be measured, can be referred 
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to some other measure which is common to hotli. This, I 
think, they can be, for they are both the result of labour ; 
and, therefore, labour is a common measure, by which 
their real as well as their relative value may be estimated. 
This also, I am happy to say, appears to be M. Destutt de 
Tracy’s opjpinion.^ He says, ‘‘as it is certain that our 
physical and moral faculties are alone %ur original riches, 
the employment of those faculties, labour of some kind, 
is our cmly original treasure, and that it is always from 
this employment, that all those things are created which 
we calT riches, those which are the most necessary, as well 
as those which ax*e the most purely agreeable. It is cer- 
tain too, that all those things only represent the labour 
which has created them, and if they have a vajue, or cveu 
two distinct values, tth^y can only derive them from that of 
the labour from which they emanate.” 

M, Say, in speaking of the excellences and imperfections 
of the great work of Adam Smith, imputes to him, as 
an error, that “ he attributes to the labour of man alone, 
the power of prodncing valne. A more correct analysis 
shows us that value is owing to the action of labour, or 
rather the industry of man, combined with the action of 
those agents which nature supplies, and with that of capital. 
His ignorance of this principle prevented him from estab- 
lishing the true theory of the influence of machinery in the 
production of riches.” 

In contradictfon to the opinion of Adam Smith, M. Say, 
in the fourth chapter, speaks of the value which is given 
to commodities by natural agents, such as the sun, the air^ 
the pressure of the atmosphere, etc., which are sometimes 
substituted for the labour of man, and sometimes concur 

^ Elemens dTdeologie, Vol. iv. p. 99. — In this work M. de 
Tracy has given a useful and an able treatise on the general prin- 
ciples of Political Economy, and I am sorry to be obliged to add, 
that he supports, by his authority, the definitions which M, Say 
has given of the words “ value,” “ riches,” and “ utility.” 
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witli him in producing.^ Bnt these natural agents, though 
they add greatly to value in use, never add exchangeable 
value, of which M, Say is speaking, to a commodity : as 
soon as by the aid of machinery, or by the knowledge of 
natural philosophy, you oblige natural agents to do the 
work which was before done by man, the exchangeable 
value of such work falls accordingly.^ If ten men turned 
a corn mill, and it be discovered that by the assistance of 
wind, or of water, the labour of these ten men^may be 
spared, the flour which is the produce partly of the work 
performed by the mill, would immediately fall in vShe, in 

^ ‘‘ The first man who knew how to soften metals by fire, is not 
the creator of the value which that process adds to the melted 
metal. Thatwalue is the result of the physical action of fire added 
to the industry and capital of those who availed themselves of this 
knowledge.” 

“From this error Smith has drawn this false result, that the 
value of all productions repi'esents the recent or former labour 
of man, or, in other words, that riches are nothing else hnt accu- 
mulated labour ; from which, by a second consequence, equally 
false, labour is the sole measure of riches, or of the value of pro- 
ductions.'' [“ Econ. Pol,” bk. i., c. iv., vol. i., pp. 31 - 2 .] The 
inference' with which M. Say concludes, are his own, and not 
Dr. Smith’s j they are correct if no distinction be made between 
value and riches, and in tliis passage M. Say makes none : but 
though Adam Smith, who defined riches to consist in the abun- 
dance of necessaries, convenience and enjoyments of human life, 
would have allowed that machines and natm'ai agents might very 
greatly add to the riches of a country, he woulcfnot have allowed 
that they add any thing to the value of those riches. 

® [This, though true in many cases, should not be stated so univer- 
sally. The modification needed arises from the fact that nature 
may in some instances perform work which elsewhere has to be 
performed by labour ; that is, the same commodity is frequently 
produced under different conditions or advantage, and when such 
is the case its price or position in the ratio of exchange is deter- 
mined by the portion thus produced under the most favourable 
conditions. 
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proportion to the quantity of labour saved ; and the society 
would be richer by the commodities which the labour of 
the ten men could "produce, the funds destined for their 
maintenance being in no degree impaired. M. Say con- 
stantly overlooks the essential difference that there is 
between value in use, and value in exchange. 

M. Say accuses Dr. Smith of having (^veriooked the value 
which is given to commodities by natural agents, and by 
machinery, because he considered that the value of all 
things was derived from the labour of man; but it does 
not appear to me, that this charge is made out ; for Adam 
Smith no where undervalues the services which these 
natural agents and machinery perform for ns, but he rerv 
Justly distinguishes the nature of the value which they 
add to commodities — ^they are serviceable to u^, by increas- 
iug the abundance** of •productions, by making men richer, 
by adding to value in use ; but as they perform their work 
gratuitously, as nothing is paid for the use of air, of heat, 
and of water, the assistance which they afford us, adds 
notliing to value in exchange. 



CHAPTER XXI.— EFFECTS OF ACCTTMULA- 
TION ON PROFITS AND INTEREST. 


§ 99 . 

F rom tlie account yrhioh lias been given of tbe profits 
of stock/ it will appear, that no accumulation of 
capital will permanently lower profits, unless there be 
some permanent cause for the rise of wages. If the funds 
for the maintenance of labour were doubled, trebled, or 
quadrupled, there would not long be any difficulty in pro- 
curing the requisite number of hands, to be employed by 
those funds ; but owing to the increasing difficulty of making 
constant additions to the food of the country, funds of the 
same value would probably not maintain the same quantity 
of khour.* If the necessaries of the workman could be 
constantly increased with the same facility, there could be 
no permanent alteration in the rate of profits or wages, to 
whatever amount capital might be accumulated. Adam 
Smith, however, uniformly ascribes the fall of profits to 

^ [§§ 4445 .] 

2 [There are two remarks necessary. In the first place, we must 
remember that Ricardo is speaking of what will happen perma- 
nently or ultimately. A pair of scissors has two blades of different 
kinds. By assumption there is an excess of what we may call 
the larger blades. That for the time the smaller blades, being ne- 
cessary to the use of the others, will sell at an appreciation, Ricardo 
does not deny, but he assumes that these can be produced in suffi- 
cient plenty within a short time. 

In the second place; it is possible that labour might not increase 
rapidly in quantity through a rise in the standard ef comfort. 
§1 37 , 38.3 
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accumulation of capital, and to the competition which will 
result from it, without ever adverting to the increasing 
difSculty of providing food for the additional number of 
labourers which the additional capital will employ. ‘‘The 
increase of stock/^ he says, “ which raises wages, tends to 
lower profit. When the stocks of many rich merchants 
are turned^into the same trade, their iliutual competition 
naturally tends to lower its profit ; and when there is a like 
increase^of stock inwall the different trades carried on in 
the same society, the same competition must produce the 
same Sfect in alL”^ Adam Smith speaks here of a rise of 
wages, but it is of a temporary rise, proceeding from in- 
creased funds before the population is increased ; and he 
does mot appear to see, that at the same time ihat capital 
is increased, the wo^k to be effected by capital is increased 
in the same proportion, M. Say has, however, most satis- 
factorily shown, that there is no amount of capital which 
may not be employed in a country, because demand is only 
limited by production. 

§ 100. ISTo man produces, but with a view to consume oi 
sell, and he never sells, but with an intention to purchase 
some other commodity, winch may be immediately useful 
to him, or which may contribute to future production. By 
producing, then, he necessarily becomes either the con- 
sumer of his own goods, or the purchaser and consumer of 
the goods of some other person. It is not to he supposed 
that he should, for any length of time, he ill-informed of 
th^ commodities which he can most advantageously pro- 
duce, to attain the object which he has in view, namely, 
the possession of other goods ; and, therefore, it is not pro- 
bable that he will continually produce a commodity for 
► which there is no demand.® 

^ [Bk. i, c. ix., pp. S6b, ^J7a.] ^ [‘‘Econ. Fob,” hk. 1, e. xv.] 

® Adam Smith speaks of Holland, as affording an instance of the 
fall of profits from the accumulation of capital, and from every 
emjiloyment being consequently overcharged. “ The (lovernment 

T 
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then be accumulated in a country any 
f“^ltki*tlucb cannot be employed productiyely. 
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his effectual demand would be for food, clothing, and raw 
material, which might set new labourers to work ; but still 
it would be demand!^ 

Productions are always bought by productions, or by 
services; money is only the medium by which the exchange 
is effected. Too much of a particular commodity may be 
produced, 5f which there may be such aiglut in the market, 
as not to repay the capital expended on it; but this cannot 
be the case with reflect to all commodities ; the demand 
for corn is limited by tlie mouths which are to eat it, for 
shoes Ond coats by the persons who are to wear them ; but 
though a community, or a part of a community, may have 
as much corn, and as many hats and shoes, as it is able or 

^ Adam Smith says.,th^t “ When the produce of any particular 
branch of industry exceeds what the demand of the country requires, 
the surplus must be sent abroad, and exchanged for something for 
which there is a demand at home. Without such exportation^ a 
part of the productive labour of the country nuist cease, and the 
value of its annual produce diminish. The land and labour of 
Great Britain produce generally more corn, woollens, and hard- 
w^are, than tile demand of the home market requires. The surplus 
part of them, therefore, must he sent abroad, and exchanged for 
something for 'which there is a demand at home. It is only by 
means of such exportation, that this surplus can acquire a value 
sufficient to compensate the labour and expense of producing 
it.” [Bk. ii., c. V., p. 153 a.] One would be led to think by the 
aimve passage, that Adam Smith concluded we were under some 
necessity of producing a surplus of com, woollen goods, and hard- 
ware, and that the capital which produced them could not be 
otherwise employed. It is, however, always a matter of choice in 
what way a capital shall he employed, and therefore there can 
never, for any length of time, he a surplus of any commodity ; for 
if there were, it would fall below its natural price, and capital 
would be removed to some more profitable employment. No 
writer has more satisfactorily and ably shown than Dr. Smith, 
the tendency of capital to move from employments in which the 
good-s produced do not repay by their price the whole expenses, 
Including the ordinary profits, of producing and bringing them to 
market. See Chap. X. Book I. [general statement, p. 41 b.]. 
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may wisli to consume, the same cannot be said of eyery 
commodity produced by nature or bj art. Some would 
consume more wine, if they bad the ability to procure it. 
Others having enough of wine, would wish to increase the 
quantity or *iniprove the quality of their furniture. Others 
might wish to ornament their grounds, or to enlarge their 
houses. The wislv to do all or some of these i§ implanted 
in every man’s breast; nothing is required but the means, 
and nothing can a^ord the means, but an increase of pro- 
duction. If I had food and necessaries at my disposal, I 
should not be long in want of workmen who would^ut me 
in possession of some of the objects most useful or most 
desirable to me. 

Whetheivthese increased productions, and the consequent 
demand which they occasion, shall or ^shall not lower pro- 
fits, depends solely on the rise of wages ; and the rise of 
wages, excepting for a limited period, on the facility of 
producing the food and necessaries of the labourer. I say 
excepting for a limited period, because no point is better 
established, than that the supply of labourers will always 
ultimately be in proportion to the means of supporting 
them. 

There is only one case, and that will be temporaiy, in 
which the accumulation of capital with a low price of food 
may be attended with a fall of profits ; and that is, when 
the funds for the maintenance of labour increase much 
more rapidly than population ; — ^wages wdl then be high, 
and profits low. If every man were to forego the use^of 
luxuries, and be intent only on accumulation, a quantity 
of necessaries might be produced, for which there could 
not be any immediate consumption. Of commodities so 
limited in number, there might undoubtedly be an univer- 
sal glut, and consequently there might neither be demand 
for an additional quantity of such commodities, nor profits 
on the employment of more capital. If men ceased to 
consuine, they would cease to produce. This admission 
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does not impugn the general principle. In such a countrv 
as England, for example, it is difficult to suppose that 
there can be any disposition to devote the whole capital 
and labour of the country to the production of necessaries 
only.^ 

§ 101. When merchants engage their capitals in foreign 
trade, or in the carrying trade, it is always from choice, 
and never from necessity : it is because in that trade their 
profits vs^ll be somewhat greater thau in the home trade. 

- Adai?^ Smith has justly observed “that the desire of 
food is limited in every man by the narrow capacity of the 
human stomach, but the desire of the convcuiences and 
ornaments of building, dress, equij>age, and household 
furnitui'e, seems to have no limit or certain Ifoundary.” ^ 
* • 

^ [This woxild }>e Ricardo’s answer to the suggestion of the possi- 
bility of general over-prodnction. It is needless to say that a 
siniiliar inode of treatment is adojjted by J. S. Mill {“ Principles,” 
bk. iii., c xiv.). The question is treatcfl of at considerable length 
by Professor Lexis (Schdnberg’s Handbuch, pp. o35-540), who, 
while stating the theoretical view of the indentity of production 
and demand, contends that under existing conditions and modes of 
production, general over-production can occur. Then will he a 
crisis attended with every circumstance of distress and misery. It 
should, however, be noticed that he does not treat over-production 
as the cause of the crisis, but the circumstances of competition 
where some commodities cannot he sold at a remunerative price. 
The producers of these being then unable to buy the commodities 
produced with regasfrd to their demands, the mischief maj^ spread, 
and many may be unable to obtain goods which they demand until 
they sell their stocks at similiar unrenuinerative prices. Then 
people will hesitate, and a period of insecurity will ensue. 

The real cause is, of course, an initial overqtroduction of certain 
commodities, which, if sufficiently great in amount, will so bring 
it about that the mass of other commodities produced will be too 
great. It is a case of wrong production, occasioning an alteration 
in the conditions of industry. 

As such, it) does not invalidate the theory stated hy Ricardo, 
though it may lead us to distinguish more carefully between theory 
ami practical conditions.] 

* [Bk. i c. xi., p, 69 b.] 
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Nature then has necessarily limited the amount of capital 
which can at any one time be profitably engaged in agri- 
culture, but she has placed no limits to the amount of 
capital that may be employed in procuring ‘Hhe con- 
veniences and ornaments” of life. To procure these 
gratifications in the greatest abundance is the object in 
view, and it is only because foreign trade, or the carrying 
trade, will accomplish it better, that men engage in them 
in preference to manufacturing the commodities Required, 
or a substitute for them, at home. If, howev^ from 
peculiar circumstances, we were precluded from engaging 
capital in foreign trade, or in the carrying trade, we should, 
though with less advantage, employ it at home ; and while 
there is no limit to the desire of “ conveniences, ornaments 
of building, dress, equipage, and household furniture,” 
there can be no limit to the capital that may be employed 
in procuring them, except that which bounds our power to 
maintain the workmen who are to produce them. 

Adam Smith, however, speaks of the carrying trade ^ as 
one, not of choice, but of necessity; as if the- capital en- 
gaged in it would be inert if not so employed, as if the 
capital in the home trade could overflow, if not confined 
to a limited amount. He says, “ When the capital stock 
of any country is increased to snch a degree, thai it cannot 
he all employed in supplying the consumption, and supporting 
the productive labour of that particular country, the surplus 
part of it naturally disgorges itself into the carrying trade, 
and is employed in performing the same offices to other 
countries.” 

‘‘About ninety-six thousand hogsheads of tobacco are 

^ [For an estimate as to present extent of the marine carrying 
trade which England performs for foreign nations, K. Giffen, 
“Essays in Finance,” First Series (1886), p. 151, etc.; Second 
Series (1887), p. 132, etc. ; discussion on Mr, Giffen*s paper, 
“Stat. Soc. Journal,” June, 1882, pp. 284-296.] 

® [Bk. ii, e, v., p. 153 b.] 
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anmially piircliased witli a part of the surplus prodiice of 
British industry. But the demand of G-reat Britain does 
not require, perhap#, more than fourteen thousand. If the 
remaining eighty-two thousand, therefore, could not be 
sent abroad and exchanged for sohnething more in demand at 
home, the importation of them would cease immedaitely, 
and with if the productive labour of aJZ the inhabitants of 
Great Britain, who are at present employed in preparing the 
goods with which t^ese eighty 4wo thousand hogsheads are 
annually purchased.’^ ^ But could not this portion of the 
producTliTe labour of Great Britain be employed in pre- 
paring some other sort of goods, with which something 
more in demand at home might be purchased ? And if it 
could not, might we not employ this productive labour, 
though with less advantage, in making tlnfse goods in 
demand at home, or *at least some snbstitute for them ? 
If we wanted velvets, might we not attempt to make 
velvets ; and if we could not succeed, might we not make 
more cloth, or some other object desirable to us ? 

We manufacture commodities, and with them buy 
goods abroad, because we can obtain a greater quantity 
than we could make at home. Deprive us of this trade, 
and we immediately manufacture again for ourselves. 
But this opinion of Adam Smith is at variance with ail 
his general doctrines on this subject. ‘*If a foreign 
country can supply us with a commodity cheaper than we 
ourselves can make it, better buy it of them with some 
part of the produce of our own industry, employed in a 
way in which we have some advantage. The general in- 
dmtry of the country being always in proportion to the 
capital which employs it, will not thereby he diminished,^ 
but only left to find out the way in which it can be 
employed with the greatest advantage.*’ ® 

^ [Bk. ii, c. V., p. 133 h.] 

® [A sentence not pertinent to the issue is here omitted, ] 

® [Bk. iv.j c. ii, p. 185 a.] 
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Again. '‘Those, therefore, who have the command of 
more food than they themselves can consume, are always 
willing to exchange the surplus, or, ''what is the same 
thing, the price of it, for gratifications of another kind. 
What is over and above satisfying the limited desire, is 
given for the amusement of those desires which cannot be 
satisfied, but seem be altogether endless. The poor, in 
order to obtain food, exert themselves to gratify those 
fancies of the rich ; and to obtain it more certainly, they 
vie with one another in the cheapness and perfection of 
their work. The number of workmen increases v^h the 
increasing quantity of food, or with the growing improve- 
ment and cultivation of the lands ; and as the nature of 
their business admits of the utmost subdivisions of labours, 
the quantity*' of materials which they can work up increases 
in a much greater proportion than their numbers. Hence 
aiises a demand for every sort of material which human 
invention can employ, either usefully or ornamentally, in 
building, dress, equipage, or household furniture ; for the 
fossils and minerals contained in the bowels of the earth, 
the precious metals, and the precious stones.” ^ 

It follows then from these admissions that there is no 
limit to demand — no limit to the employment of capital 
while it yields any profit, and that however abundant 
capital may become, there is no other adequate reason for 
a fall of profit but a rise of wages, and further it may be 
added, that the only adequate and permaneiSt cause for the 
rise of wages is the increasing difficulty of providing food 
and necessaries for the increasing number of workmen. 

§ 102. Adam Smith has justly observed, that it is ex- 
tremely difficult to determine the rate of the profits of 
stock. “ Profit is so fluctuating, that even in a particular 
trade, and much more in trades in general, it would be 
difficult to state the average rate of it. To judge of what 
it may have been formerly, or in remote periods of time, 
^ rBk. i., c. xi,, p. 69 h.] 
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witli any degree of precision must be altogether im- 
possible/’ ^ Yet since it is evident that niucli will be 
given for tlie use *of money, w^ben mucli can be made by 
it, he suggests that “ the market rate of interest will lead 
us to form some notion of the rate of profits, and the 
history of the progress of interest afford ns that of the 
progress df profits.” ^ Undoubtedly 7i the market rate of 
interest could be accurately knowm for any considerable 
period,^ we should Jiave a tolerably correct criterion, by 
which to estimate the progress of profits. 

Butitn all countries, from mistaken notions of policy, 
the State has interfered to prevent a fair and free market 
rate of interest, by imposing heavy and ruinous penalties 
on all those who shall take more than the |jp>te fixed by 
law. In all countries probably these laws are evaded, but 
records give us little information on this head, and point 
out rather the legal and fixed rate, than the market rate 
of interest. During the present war, Exchequer and Navy 
Bills have been frequently at so high a discount, as to 
afford the purchasers of them 7, 8 per cent., or a greater 
rate of interest for their money. Loans have been raised 
by G-ovemment at an interest exceeding 6 per cent., and 
individuals have been frequently obHged, by indirect 
means, to pay more than 10 per. cent, for the interest of 
money ; yet during this same period the legal rate of in- 
terest has been uniformly at 5 per cent. Little dependence 
for mformation*then can be placed on that which is the 
fitted and legal rate of interest, when we find it may differ 
so considerably from the market rate. Adam Smith in- 
forms us,^ that from the 37th of Henry VIII. to 21st of 
James I. 10 per cent, continued to be the legal rafce of in- 
tei'est* Soon after the Eestoration, it was reduced to 6 

* [Bk. c ix., p. S7 a. This is hardly a quotation— rather a 
paraphrase.] 

[The same may he said as above. Bk. i., c. ix., p. 37 a.] 

[Bk. i, c. ix., p, 37 a.] 
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per cent., and by tlie 12tli of Anne, to 5 per cent. He 
thinks the legal rate followed, and did not precede the 
market rate of interest. Before the American war, G-ovem- 
ment borrowed at 3 per cent., and the people of credit in 
the capital, and in many other parts of the kingdom at 3|, 
4, and 4| per cent. 

§ 103, The rate €2 interest, though ultimately and per- 
manently governed by the rate of profit, is however subject 
to temporary variations from other causes. With every 
fluctuation in the quantity and value of money, the prices 
of commodities naturally vary. They vary also,'^as we 
have already shown, from the alteration in the proportion 
of supply to demand, although there should not be either 
greater facility or difficulty of production. When the 
market prices of goods fall from an abundant supply, from 
a diminished demand, or from a rise in the value of money, 
a manufacturer naturally accumulates an unusual quantity 
of finished goods, being unwilling to sell them at very 
depressed prices. To meet his ordinary payments, for 
which he used to depend on the sale of his goods, he now 
endeavours to borrow on credit, and is often obliged to 
give an increased rate of interest. This, however, is but 
of temporary duration ; for either the manufacturer’s ex- 
pectations were well grounded, and the market price of his 
commodities rises, or he discovers that there is a per- 
manently diminished demand, and he no longer resists the 
course of afitairs : prices fall, and money an3. interest regain 
their real value. If by the discovery of a new mine, % 
the abuses of banking, or by any other cause, the quantity 
of money be greatly increased, its ultimate effect is to raise 
the prices of commodities in proportion to the increased 
quantity of money; but there is probably always an 
interval, during which some effect is produced on the rate 
of interest. 

The price of funded property is not a steady criterion 
by which to judge of the rate of interest. In time of war, 
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tlie stock market is so loaded by tke contimial loaas 
of G-OYemment, tli§.t tlie price of stock lias not time to 
settle at its fair level, before a new operation of funding 
takes place, or it is affected by anticipation of political 
events. In time of peace, on tbe contrary, tlie operations 
of tbe sinking fund, tbe unwillingness, wbicb a particular 
class of persons feel to divert tbeir funds to any other 
employment than that to wbicb they bave been accus- 
tomed, •wbicb they ^bink secure, and in wbicb tbeir divi- 
dends are paid with tbe utmost regularity, elevates tbe 
price oi stock, and consequently depresses tbe rate of 
interest on these securities below tbe general market rate. 
It is observable, too, that for different securities, Govern- 
ment pays very different rates of interest. JVliilst ^100 
capital in 5 per cent, atock is selling for ^95, an exchequer 
bill of <£100, will be sometimes selling for <£100 5s., for 
wbicb exchequer bill, no more interest will be annually 
paid than £4 11^. 3d.: one of these securities pays to a 
purchaser at the above prices, an interest of more than 
5|- per cent., tbe other but little more than 4i ; a certain 
quantity of these exchequer bills is required as a safe and 
marketable investment for bankers ; if they were increased 
much beyond this demand, they would probably be as 
much depreciated as tbe 5 per cent, stock, A stock pay- 
ing 3 per cent, per annum will always sell at a proportion- 
ally greater price than stock paying 5 per cent., for tbe 
capital debt oif neither can be discharged but at par, or 
<^100 money for £100 stock. Tbe market rate of interest 
may fall to 4 per cent., and Government would then pay 
tbe bolder of 5 per cent, stock at par, unless be consented 
to take 4 per cent, or some diminished rate of interest 
under 5 per cent. : they would bave no advantage from so 
paying tbe bolder of 3 per cent, stock, till the market rate 
of interest bad fallen below 3 per cent, per annum. To 
pay tbe interest on tbe national debt, large sums of naoney 
are withdrawn from circulation four times in tbe year for 
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a few days. These demands for money being only tempo- 
Lry seldom affect prices ; they are generally surmounted 
by the payment of a large nate of interest. 

. « All kinds of putlic loans,” observes M. Saj% "are attended 
rtle iLonvenience of withdrawing capital or portions of 

capital from produc^^^^^^ 

^ a borrower may be found ready to pay an^wateiest 

tTs pe^Sr " Xt sort Jf income, which is caUed profit of 
Sle then at the exiiense of the consumer. Consiin^ 

.. 5 p« «* “»S;“ 

™ -S'™ “ 

every prudent and re^onauien^ 

terest P any reason ’that it should be equally high 

dinary risk, ^ ^ from such risks? M. Say 

in those places ^ ^ depends on the rate of profits ; hnt 

allows, that the rate profits depends on the 

itZ rme2r Tn!t &e cause, the other the effect, and it is 
impossible for any oironmstanees to make them change p aces. 



CHAPfER XXII.— BOUNTIES ON EXPOR- 
TATION, AND PROHIBITIONS 
CTP IMPORTATION. 

§ 104. 

A BOUNTY on the exportation of corn tends to lower 

its price to tiie foreign consumer, but it lias no per- 
manent effect on its price in the home market 

Suppose that to'afford tlie usual and general profits of 
stock, the price of corn should in England be <£4 per 
quarter ; it could not then be exported to foreign coun- 
tries where it sold for £d 15a. per quarter. But if a 
lx)unty of IDs. per quarter were given on exportation, it 
could be sold in the foreign market at £2 10s., and conse- 
quently the same profit would be afforded to the eom 
grower, whether he sold it at IO 5 . in the foreign, or at 
£4 in the home market. 

A bounty then, which should lower the price of British 
com in the foreign country, below the cost of producing 
corn in that country, would naturally extend the demand 
for British, and diminish the demand for their own corn. 
This extension of demand for British com could not fail 
to raise its price for a time in the home market, and 
during that time to prevent also its falling so low in the 
foreign market as the bounty has a tendency to effect. 
But the causes which would thus operate on the market 
price of corn in England would produce no effect what- 
ever on its natural price, or its real cost of production. To 
grow corn would neither require more labour nor more 
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oamtal ' and, consequentiy, if tlie profits of the farmer’s 
stock were before only eqnal to the profits of the stock of 
other traders, they wiU, after the rise 
ably aboTe them. By raising the profits of the farmer s 
stock the bonnty wiU operate as an encouragement to 
a<mc4lture, and capital will be drawn from manufactures 
to be employed on ^he land, till the enlarged femand for 
the foreign market has been supplied, when the price of 
corn WiU again fall in the home market to its natoal and 
necessary price, and profits wiU be again at their ^dinary 
and accustomed leyel. The increased suply gram 
operating on the foreign market, wiU also lower its price 
in the country to which it is exported, and wiU thereby re- 
strict the profits of the exporter to the lowest rate at which 

he can afford to trade. , r ,, i x- 

The ultimate effect then of a bounty on the exportation 
of com is not to raise or to lower the price m the home 
market, but to lower the price of com to the foreign^ con- 
sumer— to the whole extent of the bounty, if the price of 
corn had not before been lower in the foreign, than m the 
home market-and in a less degree, if the price m the 
home had been aboye the price in the foreip market._ ^ 

A writer in the fifth vol. of the Edinburgh Eenew, 
on the subject of a bounty on the exportation of com, has 
Tery clearly pointed out its effects 

home demand. He has also justly remarked, that it would 
not fail to give encouragement to agriculture in the export- 
ing country ; but he appears to have imbibed the common 
erfor which has misled Dr. Smith, and, I beheve, most 
other writers on this subject. He supposes because the 
price of com ultimately regulates wages, that therefore it 
will regulate the price of aU other commodities. He says 

* rBut for proviso omitted here see end of paragraph (p. 288 ), as 
also fm The price of com will he regulated by that produced 
under more unfavourable comUtions.] 

“ [October, 180t.] 
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that the bounty, by raising the profits of farming, will 
operate as an encouragement to husbandry ; by raising the 
price of com to th^ consumers at home, it will diminish 
for the time their power of purchasing this necessary of 
life, and thus abridge their real wealth. It is evident, 
however, that this last effect must be temporary: the 
wages of» the labouring consumers been adjusted 
before by competition, and the same principle will adjust 
them again to the ^me rate, by raising the money price of 
labour,*^a«,cl, through that, of other commodities, to the money 
frice ^ corn. The bounty upon exportation, therefore, 
will ultimately raise the money price of com in the home 
market ; not directly, however, but through the medium of 
an extended demand in the foreign market, and a conse- 
quent enhancement of the real price at home ? and this rise 
of the money price, uJhen it has once been communicated to 
other commodities, will of course become fixed 

If, however, I have succeeded in showing that it is not 
the rise in the money wages of labour which raises the 
price of commodities, but that such rise always affects 
profits, it will follow that the prices of commodities would 
not rise in consequence of a bounty. ^ ’ 

But a temporary rise in the price of com, produced by 
an increased demand from abroad, would have no effect on 
the money price of labour. The rise of com is occasioned 
by a competition for that supply which was before exclu- 
sively appropriated to the home market. By raising profits, 
additional capital is employed in agriculture, and the in- 
creased supply is obtained ; but till it be obtained, the high 
price is absolutely necessary to proportion the consump- 
tion to the supply, which would be counteracted by a rise 
of wages. The rise of com is the consequence of its scar- 
city, and is the means by which the demand of the home 
purchasers is diminished. If wages were increased, the 


1 m 16 - 18 .] 



288 


POLITICAL ECONOMY. 


[chap. XXII. 

competition would increase, and a further rise of the price 
of corn would become necessary. In this account of the 
effects of a bounty, nothing has been shpposed to occur to 
raise the natural price of corn, by which its market price 
is ultimately governed ; for it has not been supposed, that 
any additional labour would be required on the land to in- 
sure a given producs^ion, and this alone can raise Its natural 
price. If the natural price of cloth were 20^. per yard, a 
great increase in the foreign demand might raise the price 
to 255., or more, but the profits which would then be made 
by the clothier would not fail to attract capital ^ that 
direction, and although the demand should be doubled, 
trebled, or quadrupled, the supply would ultimately be 
obtained, and cloth would fall to its natural price of 205 . 
So, in the supply of corn, although we ^should export 2, 8, 
or 800,000 quarters annually, it would ultimately be pro- 
duced at its natural price, which never varies, unless a dif- 
ferent quantity of labour becomes necessary to pro- 
duction. 

§ 105. Perhaps in no part of Adam Smith's justly cele- 
brated work, are his conclusions more liable to objection, 
than in the chapter on bounties.^ In the first place, he 

' [In this and the following sections Ricardo devotes himself to 
the criticism of Smith’s conclusions as to bounties. He is hardly 
fortunate in his attempt to present the views ‘^f Smith, keen 
sighted though his criticism may he. Smith condemned boimties 
altogether (bk. iv., c. v.). On p. 210 h, he states 5iis conclusions as 
follows: “Bounties upon the exportation of any home-made 
commodity are liable, 

“First, to that general objection which may be made to all the 
different expedients of the mercantile system ; the objection of 
forcing some part of the country into a channel less advantageous 
than that in which it would run of its own accord. . . . 

“ Secondly, to the particular objection of forcing not only into a 
channel that is less advantageous, but into one that is actually 
disadvantageous ; the trade which cannot he carried on but by- 
means of a boxznty being necessarily a loosing trade. ” 

Thirdly, “ The bounty upon the exportation of corn is liable to 
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speaks of com as of a commodity of wkicli fcbe production 
cannot be increased, in consequence of a bounty on expor- 
tation; lie supposes invariably, that it acts only on the 
quantity actually produced, and is no stimulus to further 
production. “ In years of plenty,’* be says, “ by occasion- 
ing an extraordinary exportation, it necessarily keeps up 
the price ot com in the borne market £|bove wbat it would 
naturally fall to. In years of scarcity, tbougb tbe bounty 
is freqi\ently suspended, yet tbe great exportation wbicb 
it occasions in years of plenty, must frequently binder, 
more oT less, tbe plenty of one year from relieving tbe 
scarcity of another. Botb in tbe years of plenty and in 
years of scarcity, therefore, tbe bounty necessarily tends to 
raise the money price of corn somewhat bi^er than it 
otherwise would be j.n the home market.”^ 

this further objection, that it can in no respect promote the raising 
of that particular commodity of which it was meant to encourage 
the production.” 

Fourthly, By lowering somewhat the real value of silver, they ’’ 
those imposing bounty, the country gentlemen) discouraged 
in some degree the general industry of the country.” 

Fifthly, “Instead of advancing retarded more or less the im- 
provement of their owm lands.” In his criticism Bicardo passes 
over the two first-mentioned disad\"antages, though he might have 
pointed out that any trade which did not yield the average rate of 
profit and wage might be called a losing one. The third he ex- 
pands into twOj'^and treats of §§ 105, 106; the fourth occupies 
§ 107, and the fifth § 108. The first objection here stated is that 
which he has ur|ed before with reference to the attribution to 
c<»n of a special “real value.” “ The nature of things,” says 
Adam Smith, “has stamped upon corn a real value.” In fine, 
Smith draws no distinction between “final utility” and “total 
utility.” Ricardo, in the present chapter, is considering the former 
as alone of importance.] 

^ [This quotation is not verbally accurate. Bk. iv., c. v., p. 206 b.] 

In another place he says, that “whatever extension of the 
foreign market can be occasioned by the bounty, must, in every 
particular year, be altogether at the expense of the home market ; 
as every bushel of corn which is exported by means of the bounty, 
and which would not have been exported vdthont the bounty, 

u 
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Adam Smitli appears to have been fully aware, that the 
correctness of bis argument entirely depended on the fact, 
whether the increase “ of the money price of corn, by ren- 
dering that commodity more profitable to the farmer, 
would not necessarily encourage its production.” 

I answer,” he says, that this might be the case, if 
the effect of the bounty was to raise the real prfce of com, 
or to enable the farmer, with an equal quantity of it, to 
maintain a greater number of labourers in the same man- 
ner, whether liberal, moderate, or scanty, as other labourers 
are commonly maintained in his neighbourhood.” ^ 

If nothing were consumed by the labourer but corn, and 
if the portion which he received was the very lowest which 
his sustenance required, there might be some ground for 

woxild have remained in the home market to increase the con- 
sumption, and to lower the price of that commodity. The corn 
bounty, it is to be observed, as well as every other bounty upon 
exportation, imposes two different taxes upon the people : first, 
the tax which they are obliged to contribute, in order to pay the 
bounty ; and, secondly, the tax which arises from the advanced 
price of the commodity in the home market, and which, as the 
whole body of the people are purchasers of corn, must, in this 
particular commodity, he paid by the whole body of the people. 
In this particular commodity, therefore, this second tax is by 
much the heaviest of the two.” “For every five shillings, there- 
fore, which they contribute to the payment of the first tax, they 
must contribute six pounds four shillings to thei payment of the 
second.” “The extraordinary exportation of corn, therefore, 
occasioned by the bounty, not only in everf- particular year 
diminishes the home, just as much as it extends the foreign 
market and consumption ; but, by restraining the population and 
industry of the country, its final tendency is to stunt and restrain 
the gradual extension of the home market, and thereby, in the 
long run, rather to dimmish than to augment the whole market 
and consumption ot corn.” [Bk. iv., c. v., p. 207 a, b.] 

^ [To make Adam Smith’s meaning clearer, it is well to add the 
next sentences. “ But neither the bounty, nor any other human 
institution, can have any such effect. It is not the real but the 
nominal price of corn which can in any considerable degree be 
attected by the bounty.” Bk. iv., c. v., p. 207 b.] 
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supposing, that the quantity paid to the labourer could, 
under no circumstances, be reduced, — but the money wages 
of labour sometimes do not rise at all, and never rise in pro* 
portion to the rise in the money price of com, because corn, 
though an important part, is only a part of the consump- 
tion of the labourer. If half his wages were expended on 
com, an<f the other haK on soap, cai|dles, fuel, tea, sugar, 
clothing, etc., commodities on which no rise is supposed to 
take place, it is evident that he would be quite as well paid 
with a bushel and a half of wheat, when it was 16s. a 
bushel? as he was with two bushels, when the price was 
per bushel ; or with 24s. in money, as he was before with 
16s. His wages would rise only 50 per cent, though corn 
rose 100 per cent.; and, consequently, there would be 
sufficient motive J30 divert more capital to the land, if 
profits on other trades continued the same as before. But 
such a rise of wages would also induce manufacturers 
to withdraw their capitals from manufactures, to employ 
them on the land; for whilst the farmer increased the 
price of his commodity 100 per cent., and his wages only 
50 per cent., the manufacturer would be obliged also to 
raise wages 50 per cent., whilst he had no compensation 
whatever, in the rise of his manufactured commodity, for 
this increased charge of production; capital would con- 
sequently flow from manufactures to agriculture, till the 
supply would again lower the price of com to 8^. per 
bushel, and wftges to 16s. per week ; when the manufac- 
turer would obtain the same profits as the farmer, and the 
tide of capital would cease to set in either direction. This 
is in fact the mode in which the cultivation of com is 
always extended, and the increased wants of the market 
supplied. The funds for the maintenance of labour 
increase, and wages are raised. The comfortable situation 
of the labourer induces him to marry — population increases, 
and the demand for com raises its price relatively to other 
things — more capital is profitably employed on agriculture, 
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and contiimes to flow to^rards it, till the supply is equal to 
the demand, when the price again falls, and agricultural 
and manufacturing profits are again brought to a level. 

But whether wages were stationary after the rise in the 
price of com, or advanced moderately, or enormously, is 
of no importance to this question, for wages are paid by 
the manufacturer asaweil as by the farmer, and, liherefore, 
in this respect they must be equally affected by a rise in the 
price of com. But they are unequally affected in their 
profits, inasmuch as the farmer sells his commodity at an 
advanced price, while the manufacturer sells his ior the 
same price as before. It is, however, the inequality of 
profit, which is always the inducement to remove capital 
from one employment to another ; and, therefore, more 
com would be produced, and fewer commodities manu- 
factured. Manufactures would not** rise, because fewer 
Would be manufactured, for a supply of them would be 
obtained in exchange for the exported com. 

A bounty, if it raises the price of com, either raises it 
in comparison with the price of other commodities, or it 
does not. If the aJfirmative be tme, it is imposible to deny 
the greater profits of the farmer, and the temptation to 
the removal of capital, tih its price is again lowered by 
an abundant supply. If it does not raise it in comparison 
with other commodities, where is the injury to the home 
consumer, beyond the inconvenience of paying the taxF 
If the manufacturer pays a greater price fer his com, he 
is compensated by the greater price at which he sells hig- 
commodity, with which his com is nltimately purchased, 

§ 106. The error of Adam Smith proceeds precisely from 
the same source as that of the writer in the Edinburgh 
Be view ; for they both think “ that the money price of 
com regulates that of all other home-made commodities.*’ ^ 
It regulates,** says Adam Smith, ** the money price of 

* The same opinion is held by M. Say. [*‘Eeon. PoL”]'Vol. ii. 

p. m 
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labour, wliicb must always be sucb as to eimble tbe 
labourer to purcbage a quantity of corn sufficient to main- 
tain Mm and ‘Ms family, either in the liberal, moderate, 
or scanty manner, in which the adTancing, stationary, or 
declining circumstances of the society oblige his employers 
to maintain Mm. Ey regulating the money price of ail 
the other parts of the rude produce %f land, it regulates 
that of the materials of almost all manufactures. By re- 
gulating the mon@y price of labour, it regulates that of 
manufacturing art and industry ; and by regulating both, 
it regiilates that of the complete manufacture. The money 
price of labour, and of every thing that is the pi^oduce either 
of land or labour, must necessarily rise or fall in propor* 
tion to the money price of corn'^ ^ 

This opinion of* Adam Smith, I have before attempted 
to refute.^ In considering a rise in the price of commo- 
dities as a necessary consequence of a rise in the price of 
com, he reasons as though there were no other fund from 
which the increased charge could be paid. He has wholly 
neglected .the consideration of profits, the diminution of 
which forms that fund, without raising the price of com- 
modities. If this opinion of Dr. Smith were well founded, 
profits could never reaUy fall, whatever accumulation of 
capital there might be. If, when wages rose, the farmer 
could raise the price of his corn, and the clothier, the 
hatter, the shoemaker, and every other manufacturer, 
could also raise the price of their goods in proportion to 
the advance, although estimated in money they might be 
aH raised, they would continue to bear the same value rela- 
tively to each other. Each of these trades could command 
the same quantity as before of the goods of the others, 
which, since it is goods, and not money, wMch constitute 
wealth, is the duly circumstance that could be of impor- 
tance to them; a^d the whole rise in the price of raw 

^ [A paragraph is omitted in the middle of this quotation, Bk. 
iv., c. V., pp. 207 h, 20S a.] ® [F. 151.] 
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produce and of goods, would be injurious to no other 
persons but to those whose property consisted of gold and 
silver, or whose annual income was paid in a contributed 
quantity of those metals, whether in the form of bullion 
or of money. Suppose the use of money to be wholly laid 
aside, and aU trade to be carried on by barter. Under such 
circumstances, coul^ corn rise in exchangeable value with 
other things? If it could, then it is not true that the 
value of com regulates the value of all mother commodities; 
for to do that, it should not vary in relative value to them. 
If it could not, then it must be maintained, that whether 
com be obtained on rich, or on poor land, with much la- 
bour, or with little, with the aid of machinery, or without, 
it would always exchange for an equal quantity of all other 
commodities. ^ 

I cannot, however, but remark that, though Adam 
Smith’s general doctrines correspond with this which I 
have just quoted, yet in one part of his work he appears 
to have given a correct account of the nature of value. 
** The proportion between the value of gold and silver, and 
that of goods of any other kind, depehbs in all cases,” 
he says, the proportion between the quantity of labour 

which is necessary in order to bring a certain quantity of gold 
and silver to marlcet, and that which is necessary to bring 
thither a certain quantity of any other sort of goods ^ ^ Does 
he not here fully acknowledge that if any increase takes 
place in the quantity of labour required to 'bring one sort 
of goods to market, whilst no such increase takes place in 
bringing another sort thither, the first sort will rise in 
relative value. If no more labour than before be required 
to bring either cloth or gold to market, they will not vary 
in relative value, but if more labour be required to bring 
com and shoes to market, will not com and shoes rise in 
value relatively to cloth, and money made of gold? 

^ [This quotation is elliptical. Tlie part omitted does not, 
however, affect the argtunent. Bk. ii., c. ii., p. ad 
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§ 107. Adam Smitli again considers tliat tlie e:ffect of 
tlie bonntj is to cause a partial degradation in tlie xalue of 
money. “ That degradation,” says lie, ‘‘ in tlie value of 
silver, wbicli is the effect of the fertility of the mines, and 
which operates equally, or ^ery nearly equally, through 
the greater part of the commercial world, is a matter of 
very littb consequence to any particular country. The 
consequent rise of all money prices, ^though it does not 
make those who receive them really richer, does not make 
them really poorer. A service of plate becomes really 
cheapOB, and every thing else remains pi'ecisely of the 
same real value as before.” ^ This observation is most 
correct, 

“But that degradation in the value of silver, which 
being the effect either of the peculiar situa^on, or of the 
political institutions' of a particular country, takes place 
only in that country, is a matter of very great consequence, 
which, far from tending to make any body really richer, 
tends to make every body really poorer. The rise in the 
money price of all commodities, which is in this case pe- 
culiar to "that country, tends to discourage more or less 
every sort of industry which is carried on within it, and to 
enable foreign nations, by furnishing almost all sorts of 
goods for a smaller quantity of silver than its own work- 
men can afford to do, to undersell them, not only in the 
foreign, but even in the home market.” ^ 

I have elsewhere “ attempted to show that a partial degra- 
-dation in the value of money, which shall affect both 
agricultural produce, and manufactured commodities, 
cannot possibly be permanent. To say that money is 
partially degraded, in this sense, is to say that all com- 
modities are at a high price ; but while gold and silver are 
at liberty to make purchases in the cheapest market, they 
will be exported for the cheaper goods of other countries, 


i [Bk iv., c. V., p. 208 a.] 


* [P. 150.] ' 
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and tlie reduction of tlieir quantity, will increase their 
value at home ; commodities will regain their usual level, 
and those fitted for foreign markets Vill be exported, as 
before. 

A bounty, therefore, cannot, I think, be objected to on 
this ground. 

If then, a bounty raises the price of corn in comparison 
with all other things, the farmer will be benefited, and 
more land will be cultivated; but if^the bounty^ do not 
raise the value of corn relatively to other things, then no 
other inconvenience will attend it, than that of^ paying 
the bounty ; one which I neither wish to conceal nor 
underrate. 

§ 108, Dr, Smith states, that “by establishing high 
duties on the importation, and bounties on the exporta- 
tion of corn, the country gentlemen seemed to have 
imitated the conduct of the manufacturers.” ^ By the 
same means, both had endeavoured to raise the value of 
their commodities. “They did not, perhaps, attend to 
the great and essential difference which nature has estab- 
lished between corn, and almost every other sort of goods. 
When by either of the above means, you enable our 
manufacturers to sell their goods for somewhat a better 
price than they otherwise could get for them, you raise 
not only the nominal, but the real price of those goods. 
You increase not only the nominal, but the real profit, 
the real wealth and revenue of those manrSacturers — ^you 
really encourage those manufactures. But when, by the 
like institutions, you raise the nominal or money price of 
corn, you do not raise its real value, you do not increase 
the real wealth of our farmers or country gentlemen, you 
do not encourage the growth of corn. The nature of 
things has stamped upon corn a real value which cannot 
be altered by merely altering its money price. Through 


^ [Bk, iv., c, V., p. 210 a* 3 
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tlie world in general, that value is equal to the quantity 
of labour which it can maintain.'* ^ 

I have already attempted to show,* that the market price 
of com would, under an increased demand from the effects 
of a bounty, exceed its natural price, till the requisite 
additional^ supply was obtained, and that then it would 
again fall to its natural price. But t^pie natural price of 
corn is not so fixed as the natural price of commodities ; 
beeauso, with any great additional demand for com, land 
of a worse quality must be taken into cultivation, on 
which more labour will be required to produce a given 
quantity, and the natural price of com will be raised. By 
a continued bounty, therefore, on the exportation of corn, 
there would be created a tendency to a permanent rise in 
the price of corn,^nd this, as I have shown elsewhere,® 
never fails to raise rent. Country gentlemen, then, have 
not only a temporary hut a permanent interest in pro- 
hibitions of the importation of corn, and in bounties on 
its exportation; but manufacturers have no permanent 
interest in^ establishing high duties on the importation, 
and bounties on the exportation of commodities ; their 
interest is wholly temporary. 

A bounty on the exportation of manufactures will, un- 
doubtedly, as Pr. Smith contends, raise for a time the 
market price of manufactures, but it will not raise their 
natural price. The labour of 200 men will produce 
double the quantity of these goods that 100 could produce 
iJefore; and, consequently, when the requisite quantity of 
capital was employed in supplying the requisite quantity 
of manufactures, they would again fall to their natural 
price, and all advantage from a high market price would 
cease. It is, theu, only during the interval after the rise 
in the market price of commodities, and till the additional 

^ [A paragraph is omitted, again without detriment. Bk. iv., 
c. V., p. 210 a.] 266.3 

® See Chapter on Bent [especially 27-29]. 
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supply is obtained, that the manufacturers will enjoy high 
profits j for as soon as prices had subsided, their profits 
■would sink to the general level. ^ 

Instead of agreeing, therefore, with Adam Smith, that 
the country gentlemen had not so great an interest in 
prohibiting the importation of corn, as the manufacturer 
had in prohibiting il-he importation of manufactured goods, 
I contend, that they have a much superior interest ; for 
their advantage is permanent, whiles that of th^ manu- 
facturer is only temporary. Dr. Smith observes, that 
nature has established a great and essential difference 
between corn and other goods, but the proper inference 
from that circumstance is directly the reverse of that 
which he draws from it ; for it is on account of this 
difference that rent is created, and thaj countiy gentlemen 
have an interest in the rise of the natural price of corn. 
Instead of comparing the interest of the manufacturer 
with the interest of the country gentleman, Dr. Smith 
should have compared it -with the interest of the farmer, 
■which is very distinct from that of his landlord. Manu- 
facturers have no interest in the rise of the natural price 
of their commodities, nor have farmers any interest in the 
rise of the natural price of com, or other raw produce, 
though both these classes are benefited while the market 
price of their productions exceed their natural price. On 
the contrary, landlords have a most decided interest in the 
rise of the natural price of corn ; for the rise of rent is the 
inevitable consequence of the difficulty of producing raw 
produce, without which its natural price could not rise. 
Now, as bounties on exportation and prohibitions of the 
importation of corn increase the demand, and drive us to 
the cultivation of poorer lands, they necessarily occasion 
an increased difficulty of production, » 

The sole effect of high duties on the importation either 
of manufactures or of corn, or of a bounty on their 
exportation, is to divert a portion of capital to an employ- 
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ment whicli it would not naturally seek. It causes a 
pernicious distribution of tbe general funds of tbe society 
— it bribes a manufacturer to commence or continue in a 
comparatively less profitable employment. It is the worst 
species of taxation, for it does not give to tbe foreign 
country all that it takes away from tbe borne country, tbe 
balance of loss being made up by tbe^less advantageous 
distribution of tbe general capital. Thus, if tbe price of 
corn is ip England i»4 and in France 15s., a bounty of 
10s. will ultimately reduce it to ^3 10a. in France, and 
maintaii? it at tbe same price of <£4 in England. For 
every quarter exported, England pays a tax of 10s. For 
every quarter imported into France, France gains only 5s., 
so that tbe value of 5s. per quarter is absolutely lost to 
tbe world, by sucb a distribution of its funds as to cause 
diminisbed production, probably not of corn, but of some 
other object of necessity or enjoyment. 

§ 109.' Mr. Bucbanan appears to bave seen tbe fallacy 
of Dr. Smith’s arguments respecting bounties, and on tbe 
last passage which I bave quoted, very judiciously 
remarks : In asserting that nature has stamped a real 
value on com, which cannot be altered by merely altering 
its money price, Dr. Smith confounds its value in use with 
its value in exchange. A bushel of wheat will not feed 
more people during scarcity than during plenty ; but a 
bushel of wheat will exchange for a greater quantity of 
luxuries and conveniences when it is scarce, than when it 
is* abundant; and the landed proprietors, who bave a 
surplus of food to dispose of, will, therefore, in times of 
scarcity, be richer men ; they will exchange their surplus 
for a greater value of other enjoyments, than when corn is 
in greater plenty. It is vain to argue, therefore, that if 
the bounty occasions a forced exportation of com, it will 
not also occasion a real rise of price.” ^ The whole of Mr. 


^ [Smith, ed. Bucbanan, 1814, vol. ii., p, 287, 
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Budianan’s arguments on this part of the subject of 
bounties, appear to me to be perfectly clear and satis- 
factory. 

Mr. Buchanan, however, has not, I think, any more 
than Br. Smith, or the writer in the Edinburgh Eeview, 
correct opinions as to the influence of a rise jp. the price 
of labour on n#inufactured commodities. From his 
peculiar views, which I have elsewhere noticed,^ he thinks 
that the price of labour has no connexion with tho price of 
corn, and, therefore, that the real value of corn might and 
would rise without affecting the price of labour ; but if 
labour were affected, he would maintain with Adam Smith 
and the writer in the Edinburgh Eeview, that the price 
of manufactured commodities would also rise ; and then I 
do not see how he would distinguish <^uch a rise of corn, 
from a fall in the value of money, or how he could come 
to any other conclusion than that of Dr. Smith. In a 
note to page 276, vol. i. of the Wealth of Nations, Mr. 
Buchanan observes, “ but the price of corn does not regu- 
late the money price of all the other parts pf the rude 
produce of land. It regulates the price neither of metals, 
nor of various other useful substances, such as coals, wood, 
stones, etc, ; and as it does not regulate the price of labour, 
it does not regulate the price of manufactures ; so that the 
bounty, in so far as it raises the price of corn, is un- 
doubtedly a real benefit to the farmer. D is not on this 
ground, therefore, that its policy must be argued. Its 
encouragement to agriculture, by raising the price of corn, 
must be admitted ; and the question then comes to be, 
whether agriculture ought to be thus encouraged?” — It 
is then, according to Mr. Buchanan, a real benefit to the 
farmer, because it does not raise the price of labour ; hut 
if it did, it would raise the price of ail things in propor- 
tion, and then it would afford no particular encouragement 
to agriculture. 


[§§ so, 8L] 
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It must, liowever, be conceded, that the tendency of a 
bounty on the exportation of any commodity is to lover in 
a small degree the vltlne of money. Whatever facilitates 
exportation, tends to accnmnlate money in a country ; 
and, on the contrary, whatever impedes exportation, tends 
to diminish it. The general effect of taxation, by raising 
the prices *of the commodities taxed,^ tends to diminish 
exportation, and, therefore, to check the influx of money ; 
and on the same principle, a bounty encourages the influx 
of money. This is more fully explained in the general 
observatk>ns on taxation. 

The injurious effects of the mercantile system have been 
fully exposed by Dr, Smith the whole aim of that system 
was to raise the price of commodities, in the home market, 
by prohibiting fore^n competition; but this^system was 
no more injurious to the agricultural classes than to any 
other part of the community. By forcing capital into 
channels where it would not otherwise flow, it diminished 
the whole amount of commodities produced.^ The price, 
though permanently higher, was not sustained by scarcity, 
but by difficulty of production; and, therefore, though 
the sellers of such commodities sold them for a higher 
price, they did not sell them, after the requisite quantity of 
capital was employed in producing them, at higher profits.^ 

1 [Bk. iv.l 

® [Held’s criticism on the policy of the 18th century is in- 
structive. “ One CSbnnot bnt admit that the custom duties imposed 
ou behalf of the industries of the country assisted these industries 
at the expense of the consumers, that is, at the expense of those 
who lived by means of agriculture ; that the iniiiosition of duties 
on wheat had a similar effect ; they assisted agriculture at the 
expense of those engaged in manufacture- ” He concludes by sajdng : 
“Industries were assisted; hut when it was seen that protection 
could no longer be given in this one-sided way, instead of de- 
creasing the amount of protection, it was increased, and equity 
sought by countervailing assistance by injury.” Zwei Biicher, 
pp. 15, 16.] 

« M. Say supposes the advantage of the manufacturers at home 
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TKe maB-iifacturers themselves, as consiimers, had to pay 
an additional price for such commodities, and, therefore, it 
cannot be correctly said, that “ the enhancement of price 
occasioned by both, (corporation laws and high duties on 
the importations of foreign commodities,) is every where 
finally paid by the landlords, farmers, and labojpers of the 
country.’^ ^ is. 

It is the more necessary to make this remark, as in the 
present day the authority of Adamf^Smith is quoted by 
country gentlemen, for imposing similar high duties on 
the importation of foreign com. Because the cos^ of pro- 
duction, and, therefore, the prices of various manufactured 
commodities, are raised to the consumer by one error in 
legislation, the country has been called upon, on the plea 
of justice, quietly to submit to fre§h ^^xactions. Because 
we ail pay an additional price for our linen, muslin, and 
cottons, it is thought just that we should pay also an 
additional price for our com. Because, in the general 
distribution of the labour of the world, we have prevented 

to be more than temporary. “A government which absolutely 
prohibits the importation of certain foreign goods, establishes a 
monopoly in favour of those who produce such commodities at 
home, against those who consume them ; in other words, those at 
home who produce them having the exclusive privilege of selling 
them, may elevate their price above the natural price ; and the 
consumers at home, not being able to obtain them elsewhere, are 
obliged to purchase them at a higher price.*'^ VoL i., p. 201. 
[2nd edition, bk. i, c. xvii., pp. 200, 201.] • 

But how can they permanently support the market price of 
their goods above the natural price, when every one of their 
fellow citizens is free to enter into the trade ? They are guaranteed 
against foreign, but not against home competition. The real evil 
arising to the country from such monopolies, if they can be called'’ 
by that name, lies, not in raising the market price of such goods, 
but in raising their real and natural price. By increasing the cost 
of production, a portion of the labour of the country is less pro- 
ductively employed. 

^ [Bk. i, c. X., p. 54 a] 
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tlie greatest amount of productions from being obtained, 
by onr portion of that labour, in mannfacttired commo- 
dities, we should fidther ptmish ourselves by diminishing 
the productive powers of the general labour in the supply 
of raw produce. It would be much wiser to acknowledge 
the errors which a mistaken policy has induced us to 
adopt, an^^immediately to commence a^gradual recurrence 
to the sound principles of an universally free trade.^ 

“ I h^ve already had occasion to remark/* observes M. 
Say, *^in speaking of what is improperly called the balance 
of trad^ that if it suits a merchant better to export the 
precious metals to a foreign country than any other goods, 
it is also the interest of the State that he should export 
them, because the State only gains or loses through the 
channel of its citizeps^ and in what concerns foreign trade, 
that which best suits the individual, best suits also the 
State ; therefore, by opposing obstacles to the exportation 
which individuals would be inclined to make of the pre- 
cious metals, nothing more is done, than to force them to 
substitute some other commodity less profitable to them- 
selves and to the State. It must, however, be remarked, 
that I say only in wliat concerns foreign trade ; because the 
profits which merchants make hy their dealings with their 
countrymen, as well as those which are made in the exclu- 
sive commerce with the colonies, are not entirely gains for 
the State. In the trade between individuals of the same 
country, there Is no other gain hut the value of an utility 

^ “ A freedom of trade is alone wanted to guarantee a country 
iike Britain, abounding in all the varied products of industry, in 
merchandise suited to the wants of every society, from the possi- 
bility of a scarcity. The nations of the earth are not condemned 
to throw the dice to determine which of them shall submit to 
famine. There is always abundance of food in the world. To enjoy 
a constant plenty, we have only to lay aside our prohibitions and 
restrictions, and cease to counteract the benevolent wisdom of 
Providence.” Article, Corn Laws and Trade.” Supplement to 
Encyclopaedia Britannica. 
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produced j qua la valaur d^une uiilite produite.^' Yol. i. 
p. 401.“ I caniiot see tlie distinction here made between 
tbe profits of the borne and foreign tfade. The object of 
all trade is to increase j)roductions. If for the pnrcbase of 
a pipe of wine, I had it in my power to export bullion, 
wbicb was bought with the yalue of the produce of 100 
days^ labour, but Government, by prohibiting tfte exporta- 
tion of bullion, should oblige me to purchase my wine with 
a commodity bought with the value o^ the produce of 105 
days^ labour, the produce of five days’ labour is lost tome, 
and, through me, to the State. But if these trailsactions 
took place between individuals, in different provinces of 
the same country, the same advantage would accrue both 
to the individual, and, through him, to the country ; if he 
were unfette?ed in his choice of the commodities, with which 
he made his purchases ; and the same disadvantage, if he 
were obliged by Government to purchase with the least 
beneficial commodity. If a manufacturer could work up 
with the same capital, more iron where coals are plentiful, 
than he could where coals are scarce, the country would be 
benefited by the difference. But if coals were nowhere 
plentiful, and he imported iron, and could get this addi- 
tional quantity, by the manufacture of a commodity, with 
the same capital and labour, he would in like manner 

^ Axe not the following passages contradictory to the one aboTe 
quoted? — “Besides, that home trade, though less noticed (because 
it is in a variety of hands), is the most considerable, it is also the 
most profitable. The commodities exchanged in that trade are 
necessarily the productions of the same country.” VoL i., p. 84. 
[Bk. 1, c. ix.] 

“The English Government has not observed, that the most 
profitable sales are those which a country makes to itself, because 
they cannot take place, without two values being produced by the 
nation ; the value which is sold, and the value with which the 
purchase is made.” Vol. i, p. 221. [Bk. i., c. xvii.] 

I shall, in the twenty-sixth chapter, examine the soundness of 
this opinion, 

® [2nd edition, bk. i., c. xxii.l 
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benefit liis country by the additional quantity of iron. In 
the 6th ^ Chap, of this work, I have endeavoured to show 
that all trade, whetlser foreign or domestic, is beneficial, by 
increasing the quantity, and not by increasing the value of 
productions. We shall have no greater value, whether we 
carry on the most beneficial home and foreign trade, or in 
consequence of being fettered by proMbitory laws, we are 
obliged to content ourselves with the least advantageous. 
The rate of profits, and the value produced, will be tbe 
same. The advantage always resolves itself into that which 
M. Say appears to confine to the home trade ; in both cases 
there is no other gain but that of the value of an utiliii 
produite. 

* [.Chapter vii.] 


X 



OHAPTEE 3XIII.— ON BOUNTIES ON 
PEODUCTIONS.' 


§ 110 . 

TT may not be uninstructive to consider the effects of a 
^ bounty on the ^production of raw produce and other 
commodities, with a view to observe the application of the 
principles wj^ich I have been endeavouring to establish, 
with regard to the pi'ofits of stock, <the division of the 
annual produce of the land and labour, and the relative 
prices of manufactures and raw produce. In the first place 
let us suppose that a tax was imposed on all commodi- 
ties, for the purpose of raising a fund to be employed by 
Government, in giving a bounty on the production of corn. 
As no part of such a tax would be expended by Govern- 
ment, and as all that was received from one class of the 
people would be returned to another, the nation collectively 
would neither be richer nor poorer, from such a ta>x and 
bounty. It would be readily allowed, that the tax on com- 
modities by which the fund was created, would raise the 
price of the commodities taxed ; all the consumers of those 
commodities, therefore, would contribute towards that f un3 ; 
in other words, their natural or necessary price being raised, 
so would, too, their market price. But for the same reason 
that the natural price of those commodities would be raised, 
the natural price of corn would be lowered ; before the 
bounty was paid on production, the farmers obtained as 
great a price for their corn as was necessary to repay them 
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tlieir rent and their expenses, and afford them the general 
rate of profits ; after the honnty, they would receive more 
than that rate, unless the price of corn fell hy a sum at 
least equal to the bounty. The effect then of the tax and 
bounty, would be to raise the price of commodities in a 
degree equaj to the tax levied on them, and to lower the 
price of corn by a sum equal to the bo^lnty paid. It will 
be observed, too, that no permanent alteration could be 
made in, the distribution of capital between agriculture 
and manufactures, because as there w'ould be no alteration, 
either in the amount of capital or population, there would 
be precisely the same demand for bread and manufactures.^ 
The profits of the farmer would be no higher than the 
general level, after the fall in the price of eonu nor would 
the profits of the manufacturer be lower after the rise of 
manufactured goods ; the bounty then would not occasion 
any more capital to be employed on the land in the pro- 
duction of coim, nor any less in the manufacture of goods. 
But how would the interest of the landlord be affected ? 
On the same, principles that a tax on raw produce would 
lower the corn rent of land, leaving the money rent unal- 
tered, a bounty on production, which is directly the contrary 
of a tax, would raise corn rent, leaving the money rent 
unaltered.® With the same money rent the landlord would 
have a greater price to pay for his manufactured goods, 
and a less price for his corn ; he would probably therefore 
be neither richer nor poorer. 

f 111. Now, whether such a measure would have any 
operation on the wages of labour, would depend on the 
question, whether the labourer, in purchasing commodities, 

^ [If a hoiuity, however, were given on the production of a com- 
modity which could be substituted for another commodity, but 
which had previously been too high in price to allow of such sub- 
stitution, an alteration in the distribution of capital would be 
effected. Furthermore it must be remarked that the demand for a 
commodity often varies with its price.] 

® See p. 139, 
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would pay as much towards the tax as he would receive 
Som the effects of the bounty, in the low price of his ood. 

If these two quantities were equal, ^ages would con inue 
unaltered; but if the commodities taxed were not those 
consumed by the labourer, his wages would fall, and his 
employer would be benefited by the difference. But this 
is LVeal advantage to his employer ; it would indeed 
operate to increase the rate of his profits, as every fall of 
wages must do; but in proportion ar the labouitr contri- 
imted less to the fund from which the bounty was paid and 
which, let it be remembered, must be raised, ^employer 
Lst Contribute more; in other words, he would contribute 
as much to the tax by Ms expenditure as he would recewe 
L the effect, s of the bounty and the higher rate of profi s 
together. He obtains a higher r^ta of profits to requite 
him for his payment, not only for his own quota of the 
tax but of his labourer’s also ; the remuneration which le 
receives for his labourer’s quota, appea,rs m diminis ie- 
wages, or, which is the same thing, in mcreased profits ; 
Th 7remu;eration for his own appears in the diminution 
in the price of the corn which he consumes, arising &om 

m Here it wiU be proper to remark the <Hfferent 
effects produced on profits from an alteration in the real 
labour or natural, value of corn, and an alteration in the 
- relativ’e value of corn, from taxation and from booties. 
If corn is lowered in price by an alteration in its labour 
nriee not only will the rate of the profits of stoelf be 
altered but the condition of the capitalist vnll be im- 
2111 ’ With greater profits, he will have no more to pay 
Cthe obiects on which those profits are expended ; which 
does not happen, as we have just seen, when the fall is 
icasioned arScially by a bounty. In the real fall in the 
Xe of corn, arising from less labour being required to 
liToduce one of the most important objects of mMS con- 
sumption, labour is rendered more productive. With the 
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same capital the same labour is employed, and an increase 
of productions is the result ; not only then will the rate of 
profits be increased, i>nt the condition of him who obtains 
them will be improred ; not only will each capitalist have 
a greater money revenue, if he employs the same money 
capital, but also when that money is expended, it will pro- 
cure him gt7 greater sum of commodities ; his enjoyments 
will be augmented. In the case of the bounty, to balance 
the advantage whiclj^ he derives from the fall of one com- 
modity, *he has the disadvantage of paying a price more 
than proportionally high for another ; he receives an in- 
creased rate of profits in order to enable him to pay this 
higher price ; so that his real situation, though not dete- 
riorated, is in no way improved : though he gets a higher, 
rate of profits, he has no greater command of'*the produce 
of the land and labour of the country. When the fall in 
the value of corn is brought about by natural causes, it is 
not counteracted by the rise of other commodities ; on the 
contrary, they fall from the raw material falling from which 
they are made : but when the fall in corn is occasioned by 
artificial means, it is always counteracted by a real rise 
in the value of some other commodity, so that if com be 
bought cheaper, other commodities are bought dearer. 

This then is a further proof, that no particular dis- 
advantage arises from taxes on necessaries, on account of 
their raising wages and lowering the rate of profits. Pro- 
fits are indeed towered, but only to the amount of the 
labourer’s portion of the tax, which must at all events be 
paid either by his employer or by the consumer of the 
produce of the labourer’s work. Whether you deduct <£50 
per annum from the employer’s revenue, or add .£50 to 
the prices of the commodities which he consumes, can be 
of no other consequence to him or to the community, than 
as it may equally afect all other classes. If it be added 
to the prices of the commodity, a miser may avoid the tax 
by not consuming ; if it be indirectly deducted from every 
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man’s revenue, lie cannot avoid paying Ms fair proportion 
of the public bnrt]iens. 

A bounty on the production of corrr then, would produce 
no real effect on the annual produce of the land and labour 
of tlie country, although it would make corn relatively 
cheap, and manufactures relatively dear. 

§ 113. But supj^se now that a contrary medTsure should 
be adopted, that a tax should be raised on corn for the 
purpose of affording a fund for a boui^ty on the production 
of commodities. 

In such case, it is evident that corn would be dear, and 
commodities cheap; labour would continue at the same 
price if the labourer were as much benefited by the cheap- 
ness of commodities as he was injured by the dearness of 
corn ; but if he were not, wages would rise, and profits 
would fall, while money rent would continue the same as 
before ; profits would fall, because, as we have just ex- 
plained, that would he the mode in which the labourer’s 
share of the tax would he paid by the employers of iahour. 
By the increase of wages the labourer would be compen- 
sated for the tax which he would pay in tlie increased 
price of corn ; by not expending any part of his wages on 
the manufactured commodities, he would receive no .part 
of the bounty ; the bounty would be all received by the 
employers, and the tax would be paidly paid by the 
employed; a remuneration would be made to the labourers, 
in the shape of wages, for this increased Harden laid upon 
them, and thus the rate of profits would be reduced. In 
this case too there would be a complicated measure pro- 
ducing no national result whatever. 

In considering this question, we have purposely left out 
of our consideration the effect of such a measure on 
foreign trade ; we have rather been supposing the case of 
an insulated country, having no commercial connexion 
with other countries. We have seen that as the demand 
of the country for corn and commodities would he the 
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same, wliatever direction tlie bounty might take, there 
would be no temptation to remoye capital from one em- 
ployment to another : but this wou’d no longer be the case 
if there were foreign commerce, and that commerce were 
free. By altering the relative value of commodities and 
corn, by producing so powerful an effect on their natural 
prices, we'* should be applying a strong stimulus to the 
exportation of those commodities whose natural prices 
were lowered, and an equal stimulus to the importation of 
those commodities whose natural prices were raised, and 
thus such a financial measure might entirely alter the 
natural distribution of employments; to the advantage 
indeed of the foreign countries, but ruinously to that in 
which so absurd a policy was adopted. 



CHAPTER XSIV.— DOCTRINE OF ADAM 
SMITH CONCERNING THE RENT 
OP LAND. 

§ 114 . 

Q UCH parts only of the produce of land/’ says Adam 

^ Smith, can commonly he brought to market, of 
which the ordinary price is sufficient to replace the stock 
which must be employed in bringing them thither, to- 
gether with its ordinary profits. If the ordinary price is 
more than this, the surplus part of it will naturally go to 
the rent of land. If it is not more, though the commodity 
can he brought to marhet, it can afford no rent to the land-- 
lord. Whether the price is, or is not more, depends upon 
the demand.” ^ 

^ [Bk. i, c. xi., p. 61 a. Ricardo has not stated in sufficient 
detail and with sufficient generosity the opinions held by Smith 
with regard to rent. Putting aside for the time the particular 
views which Smith was bound to maintain in consequence of his 
conception of the value of corn, we may deduce the following 
theory from this chapter. « 

Rent is in proportion, not to absolute, but to relative fertility 
(73 a) ; the price of a commodity may be such that it can only 
afford bare wages and profits and no rent (70 a). Then no rent 
will be paid, though production will continue to take place on this 
level. Should more advantageous sources be discovered, the com- 
petition of those holding and working these will prevent those 
working under less advantageous conditions from continuing their 
operations, and they will, therefore, abandon their position (73 a). 
Such advantage is conferred by fertility and situation alike (62 a). 

Rent then is the effect of price, being affected thus by changes in 
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This passage would naturally lead the reader to conclude 
that its author could not have mistaken the nature of 
rent, and that he must have seen that the quality os’ land 
which the exigencies of society might require to be uiken 
into cultivation, would depend on “ the ordinary ] rice of 
its produce/* whether it were “ sufficient to replace th dock, 
vjhich must he employed in cultivating^ it ^ together wlfh its 
ordinary profits/* 

But he had adopted the notion that “ there were some 
parts of the produce of land for which the demand must 
always •be such as to afford a greater price than what is 
sujficient to bring them to market ;**^ and he considered 
food as one of those parts. 

He says, that land, in almost any situation, produces 
a greater quantity jof food than what is sufficient to main- 
tain all the labour necessary for bringing it to market, in 
the most liberal way in which that labour is ever main- 
tained. The surplus, too, is always more than sufficient 
to replace the stock which employed that labour, together 
with its profits. Something, therefore, always remains 
for a rent to the landlord.’’ * 

But what proof does he give of this ? — ^no other than 
the assertion that “ the most desert moors in Norway and 
Scotland produce some sort of pasture for cattle, of which 
the milk and the increase are always more than sufficient, 

price, and entens into it in a manner quite different from wages 
and profits (61 h). 

But then Adam Smith, throughout his whole chapter, adverts to 
that primary conception of the value of corn. Corn always main- 
taining its value, on corn lands there will always be a rent, and the 
fact that such a rent can always be derived from aU land capable 
of producing corn will institute a certain minimum rent which will 
always be yielded by such lands when under other cultivation, etc. 

The question as to this value of corn is really discussed previously 
by Ricardo, § 8. But this latter remark is certainly most sugges- 
tive. It is unfortunately neglected by Ricardo. ] 

1 [Bk. i., c. xi., p. 61 a.] ^ [lb., p. 61 b.] 
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not only to maintain all tlie labour necessary for tending 
them, and to pay tlie ordinary profit to the farmer, or 
owner of tlie herd or flock, bnt to aff/)rd some small rent 
to tlie landlord.*’ ^ "Now of this I may be permitted to 
entertain a doubt ; I believe that as yet in every country, 
from tlie rudest to tbe most refined, there is land of such 
a quality that it caignot yield a produce more 'than suffi- 
ciently valuable to replace the stock employed upon it, to- 
gether with the profits ordinary and us^ial in that country. 
In America we all know that this is the case, and yet no 
one maintains that the principles which regulate rent, are 
different in that country and in Europe. But if it were 
true that England had so far advanced in cultivation, that 
at this time there were no lands remaining which did not 
afford a rent/it would be equally true, J:hat there formerly 
must have been such lands ; and that whether there be or 
not, is of no importance to this question, for it is the same 
thing if there be any capital employed in G-reat Britain on 
land which yields only the return of stock with its ordinary 
profits, whether it be employed on old or on new land. If 
a farmer agrees for land on a lease of seven or fourteen 
years, he may propose to employ on it a capital of «810,000, 
knowing that at the existing price of grain and raw pro- 
duce, he can replace that part of his stock which he is 
obliged to expend, pay his rent, and obtain the general 
rate of profit. He will not employ *£1 1,000, unless the 
last ,i£l,000 can be employed so productively as to afford 
him the usual profits of stock. In his calculation, whether 
he shall employ it or not, he considers only whether the 
price of raw produce is sufficient to replace Hs expenses 
and profits, for he knows that he shall have no additional 
rent to pay. Even at the expiration of his lease his rent 
will not be raised ; for if his landlord should require rent, 
because this additional ^1,000 was employed, he would 
withdraw it ; since by employing it, he gets, hy the sup- 
^ [Bk. i., c. xi., pp. 61 hi 62 a.] 
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position, only tlie ordinary and usual profits wliicli lie may 
obtain by any other employment of stock ; and, therefore, 
he cannot afford t<| pay rent for it, unless the price of ra\7 
produce should further rise, or, which is the same thing, 
unless the usual and general rate of profits should fall. 

§ 115. If the comprehensive mind of Adam Smith had 
been directed to this fact, he would ^ot have maintained 
that rent forms one of the component parts of the price 
of raw produce ; |or price is everywhere regulated by the 
return obtained by this last portion of capital, for which 
no reni whatever is paid. If he had adverted to this prin- 
ciple, he would have made no distinction between the law 
which regulates the rent of mines and the rent of land.^ 

“Whether a coal mine, for example,” he says, “can 
afford any rent, depends partly upon its^ fertility, and 
partly upon its situation. A mine of any kind may be 
said to be either fertile or barren, according as the quantity 
of mineral which can be brought from it by a certain 
quantity of labour, is greater or less than what can be 
brought by an equal quantity from the greater part of 
other mines of the same kind. Some coal mines, advan- 
tageously situated, cannot be wrought on account of their 
barrenness. The produce does not pay the expense. They 
can afford neither profit nor rent. There are some, of 
which the produce is barely sufficient to pay the labour, 
and replace, together with its ordinary profits, the stock 
employed in Working them. They afford some profit to 
the undertaker of the work, but no rent to the landlord. 
They can be wrought advantageously by nobody but the 
landlord, who being himself the undertaker of the work, 

^ [It is, however, very important to observe the distinction be- 
tween the rent of land and the rent of mines, a x>ortion of tlie 
amount paid as rent for the latter being invariably a payment for 
the inevitable depreciation of tlie property. 

It can only pay the ownei of the mine to work it himself at the 
ordinary rate of profits when from some individual circumstances 
lie would be unable to obtain that ordinary rate elsewhere.] 



316 


POLITICAL ECONOMY. 


[chap. xsiv. 


gets the ordinary profit of the caxital which he employs in 
it. Many coal mines in Scotland are wrought in this 
manner, and can be wrought in no other. The landlord 
will allow nobody else to work them without paying some 
rent, and nobody can afiord to pay any. 

‘‘Other coal mines in the same country, sufficiently 
fertile, cannot be Y^ought on account of their ‘'situation. 
A quantity of mineral sufficient to defray the expense of 
working, could be brought from the mi?ae by the ordinary, 
or even less than the ordinary, quantity of labour ; but in 
an inland country, thinly inhabited, and without either 
good roads or water-carriage, this quantity could not be 
sold.” ^ The whole principle of rent is here admirably and 
perspicuously explained, but every word is as applicable 
to land as it iS to mines ; yet he affirms^ that “it is othei*- 
wise in estates above ground. The proportion, both of 
their produce and of their rent, is in proportion to their 
absolute, and not to their relative fertility.” But, suppose 
that there were no land which did not afford a rent ; then, 
the amount of rent on the worst land would be in propor- 
tion to the excess of the value of the produce above the 
expenditure of capital and the ordinary profits of stock : 
the same principle would govern the rent of land of a 
somewhat better quality, or more favourably situated, and, 
therefore, the rent of this land would exceed the rent of 
that inferior to it, by the superior advantages which it 
possessed; the same might be said of tha*t of the third 
quality, and so on to the very best. Is it not, then, a§ 
certain, that it is the relative fertility of the land, which 
determines the portion of the produce, which shall be paid 
for the rent of land, as it is that the relative fertility of 
mines, determines the portion of their produce, which shall 
be paid for the rent of mines ? 

^ [Bk. i, c. xi, p. 70 a, and cl p. 71 a. “The vahte of a coal 
mine to the proprietor frequently depends as much upon its situa- 
tion as upon its fertility,” etc.] 
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After Adam Smith has declared that there are some 
mines which can only he worked by the owners, as they 
will afford only siMcient to defray the expense of working, 
together with the ordinary profits of the capital employed, 
we should expect that he would admit that it was these 
particular mines which regulated the price of the produce 
from all mines. If the old mines are^insufficient to supply 
the quantity of coal required, the price of coal will rise, 
and will continue fising tiU the owner of a new and inferior 
mine finds that he can obtain the usual profits of stock by 
working his mine. If his mine be tolerably fertile, the 
rise will not be great before it becomes his interest so to 
employ his capital ; but if it be not tolerably fertile, it is 
evident that the price must continue to rise till it will 
afford him the means of paying his expenses, and obtaining 
the ordinary profits of stock. It appears, then, that it is 
always the least fertile mine which regulates the price of 
coal. Adam Smith, however, is of a different opinion : he 
observes, that the most fertile coal mine, too, regulates 
the price, of coals at all the other mines in its neighbour- 
hood. Both the proprietor and the undertaker of the^ 
work find, the one that he can get a greater rent, the 
other, that he can get a greater profit, by somewhat under- 
selling all their neighbours. Their neighbours are soon 
obliged to sell at the same price, though they cannot so 
well afford it^ and thongh it always diminishes, and some- 
times takes away altogether, both their rent and their pro- 
fit. Some works are abandoned altogether; others can 
afford no rent, and can be wronght only by the pro- 
prietor.’’ ^ If the demand for coal should be diminished, 
or if by new processes the quantity should he increased, 
the price would fall, and some mines would be abandoned; 
but in every case, the price must be sufficient to pay the 
expenses and profit of that mine which is worked without 
being charged with rent. It is, therefore, the least fertile 
^ [Bk. i., c. xi., 70 h.] 
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mine wHcti regulates price. Indeed, it is so stated in 
another place by Adam Smith himself, for he says, The 
lowest price at which coals can he sold f <^r any considerable 
time, is like that of all other commodities, the price which 
is barely sufficient to replace, together with its ordinary 
profits, the stock which must be employed in bringing 
them to market. Atra coal mine for which the landlord 
can get no rent, but which he must either work himself, 
or let it alone all together,^ the price of coals must generally 
be nearly about this price.’’ ^ 

§ 116. But the same circumstances, namely, the^abun- 
dance and consequent cheapness of coals, from whatever 
cause it may arise, which would make it necessary to 
abandon those mines on which there was no rent, or a 
very moderate one, would, if there were^ the same abun- 
dance, and consequent cheapness of raw produce, render it 
necessary to abandon the cultivation of those lands for 
which either no rent was paid, or a very moderate one. 
If, for example, potatoes should become the general and 
common food of the people, as rice is in some countries, 
one fourth, or one half of the land now in cultivation, 
would probably be immediately abandoned; for if, as 
Adam Smith says, ** an acre of potatoes will produce six 
thousand weight of solid nourishment, three times the 
quantity produced by the acre of wheat,” ^ there could not 

^ [“all together ” here as in Ricardo’s Third Edition. In Smith, 
in some editions, “altogether.” MacCulloch renders it “all 
altogether”.] 

® [Bk. i., c. xi., pp. 70 h, 71 a, and cf. p. 72 b. The lowest price 
at which the precious metals can be sold .... is regulated hy the 
same principles which fix the lowest ordinary price of all other goods* 
.... It must, at least, he sufficient to replace that stock with the 
ordinary profits ; further, cf. previous note to § 114, p. 312. The 
meaning of Adam Smith’s previous assertion is best seen from a 
passage in Ricardo’s criticism on the elFect of Poor Bates, chap, 
xriii., § 91.] 

» [J&., p. 67 b.] 
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be for a considerable time sncb a multiplication of people, 
as to consume tbe quantity that might be raised on the 
iand before employed for the cultivation of wbeat ; much 
land ivould consequently be abandoned, and rent would 
fall; and it would not be till the population bad been 
doubled or trebled, that the same quantity of land could be 
in cultivation, and the rent paid for it jis bigb as before. 

ISTeitber would any greater proportion of the gross pro- 
duce be paid to tjie landlord, wbetber it consisted of 
potatoes, wbicli would feed three hundred people, or of 
wheat, which would feed only one hundred; because, 
though the expenses of production would be very much 
diminished if the labourer’s wages were chiefly regulated 
by the price of potatoes and not by the price of wheat, 
and though therefore the proportion of the^ whole gross 
produce, after paying* the labourers would be greatly in- 
creased, yet no part of that additional T^roportion would 
go to rent, but the whole invariably t< profits, — profits 
being at all times raised as wages fall, and lowered as 
wages rise. Whether wheat or potatoes were cultivated, 
rent would be governed by the same principle — it would 
be always equal to the difference between the quantities of 
produce obtained with equal capitals, either on the same 
land or on land of different qualities; and, therefore, 
while lands of the same quality were cultivated, and there 
was no alteration in their relative fertility or advantages, 
rent would always bear the same proportion to the gross 
produce. 

Adam Smith, however, maintains that the proportion 
which falls to the landlord would be increased by a 
diminished cost of production, and, therefore, that be 
would receive a larger share as well as a larger quantity, 
from an abundant than from a scanty produce. “ A rice 
field,” he says, “ produces a much greater quantity of food 
than the most fertile corn field. Two crops in the year, 
from thirty to sixty bushels each, are said to be the 
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ordinary produce of an acre. Tltougli its cultivation, 
therefore, requires more labour, a much greater surplus 
remains after maintaining all that laj^jour. In those rice 
countries, therefore, where rice is the common and favourite 
vegetable food of the people, and where the cultivators 
are chiefly maintained with it, a greater share of this 
greater Burjplus should belong to the landlord tJCan in com 
coihntries,'^^ ^ 

Mr. Buchanan also remarks, that ^^i-^ is quite clear, that 
if any other produce which the land yielded more abun- 
dantly than corn, wei-e to become the common food of the 
people, the rent of the landlord would be improved in 
proportion to its greater abundance.^’ ^ 

If potatoes were to become the common food of the 
people, there %ould be a long interval during which the 
laniords would suffer an enormous deduction of rent. 
They would not probably receive nearly so much of the 
sustenance of man as they now receive, while that sus- 
tenance would fall to a third of its present value. But all 
manufactured commodities, on which a part of the land- 
lord’s rent is expended, would suffer no other fall than 
that which proceeded from the fall in the raw material of 
which they were made, and which would arise only from 
the greater fertility of the land, which might then be 
devoted to its production. 

When, from the progress of population, land of the 
same quality as before should be taken iilto cultivation, 
the landlord would have not only the same proportion of 
the produce as before, but that proportion would also be 
of the same value as before. Eent then would be the 
same as before ; profits, however, would be much higher, 
because the price of food, and consequently wages, would 
be much lower. High profits are favourable to the accu- 
mulation of capital. The demand for labour would further 

* [Bk. i., c. xi., p. 67 a, h] 

^'[Siuith, ed. Buchanan, vol. i, bk. i., o. xi., p. 266.] 
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increase, and landlords would be permanently benefited by 
tbe increased demand for land. 

Indeed, the very game lands might be cultivated much 
higher, when such an abundance of food could be pro- 
duced from them, and consequently they would, in the 
progress of society, admit of much higher rents, and would 
sustain a •much greater population than before. This 
could not fail to be highly beneficial ^o landlords, and is 
consistent with the^ principle which this enquiry, I think, 
will nof fail to establish ; that all extraordinary profits are 
in their# nature but of limited duration, as the whole 
surplus produce of the soil, after deducting from it only 
such moderate profits as are sufficient to encourage accu- 
mulation, must finally rest with the landlord. 

With so low a price of labour as such%n abundant 
produce would cause, not only would the lands already in 
cultivation yield a much greater quantity of produce, but 
they would admit of a great additional capital being em- 
ployed on them, and a greater value to he drawn from 
them, and, at the same time, lands of a very inferior 
quality could be cultivated with high profits, to the great 
advantage of landlords, as well as to the whole class of 
consumers. The machine which produced the most im- 
portant article of consumption would he improved, and 
would be well paid for according as its services were de- 
manded. All the advantages would, in the first instance, 
be enjoyed by %bourers, capitalists, and consumers ; but 
with the progress of population, they would be gradually 
transferred to the proprietors of the soil. 

§ 117. Independently of these improvements, in which 
the community have an immediate, and the landlords a 
remote interest, the interest of the landlord is always 
opposed to that of the consumer and manufacturer. Corn 
can be permanently at an advanced price, only because 
additional labour is necessary to produce it ; because its 
cost of production is increased. The same cause invariably 

Y 
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raises rent/ it is therefore for the interest of the landlord 
that the cost attending the production of corn should be 
increased. This, however, is not thco interest of the con- 
sumer; to him it is desirable that corn should be low 
relatively to money and commodities, for it is always with 
commodities or money that corn is purchased. Neither is 
it the interest of t^e manufacturer that corn should be at 
a high price, for the high price of corn will occasion high 
wages, but will not raise the price of b^is commodity. Not 
only, then, must more of Ms commodity, or, which comes 
to the same thing, the value of more of his commodity, be 
given in exchange for the corn which he himself consumes, 
but more must be given, or the value of more, for wages 
to his workmen, for which he will receive no remuneration. 
All classes, therefore, except the landlords, will be injured 
by the increase in the price of corn. The dealings between 
the landlord and the public are not like dealings in trade, 
whereby both the seller and buyer may equally be* said to 
gain, but the loss is wholly on one side, and the gain 
wholly on the other ; and if com could by importation be 
procured cheaper, the loss in consequence of not importing 
is far greater on one side, than the gain is on the other. 

Adam Smith never makes any distinction between a low 
value of money, and a high value of com, and therefore 
infers, that the interest of the landlord is not opposed to 
that of the rest of the community. In the first case, 
money is low relatively to all commodities ; in the other, 
corn is high relatively to all. In the first, corn and cofii- 
modities continue at the same relative values ; in the 
second, com is higher relatively to commodities as well as 
money. 

The following observation of Adam Smith is applicable to 
alowValue of money, but it is totally inapplicable to a higM 

^ [It ^Yill invariably raise money rents, bnt see Appendix B.] 

® Misplacement of epithets. Bead “high value of money,’’ 
<< value of com.”] 
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value of corn. If importation (of corn) was at ail 
times free, our farmers and country gentlemen would 
probably, one year j^itb another, get less money for their 
corn than they do at present, w^hen importation is at most 
times in effect prohibited ; but the money which they got 
would be of more value, would huy more goods of all other 
hinds, and Vould employ more labour.^ Their real wealth, 
their real revenue, therefore, would be the same as at 
present, though it ijiight be expressed by a smaller quan- 
tity of silver ; and they would neither be disabled nor 
discouraged from cultivating com as much as they do at 
present. On the contrary, as the rise in the real value of 
silver, in consequence of lowering the money price of corn, 
lowers somewhat the money price of all other commodi- 
ties, it gives the industry of the country T^ere it takes 
place, some advantage in all foreign markets, and thereby 
tends to encourage and increase that industry. But the 
extent *of the home market for corn, must be in proportion 
to the general industry of the country where it grows, or 
to the number of those who produce something else, to 
give in exchange for corn. But in every country the home 
market, as it is the nearest and most convenient, so is it 
likewise the greatest and most important market for corn. 
That rise in the real value of silver, therefore, which is 
the effect of lowering the average money price of corn, 
tends to enlarge the greatest and most important market 
for corn, and tlfereby to encourage, instead of discouraging, 
ifs growth.” ^ 

A high or low money price of corn, arising from the 
abundance and cheapness of gold and silver, is of no im- 
portance to the landlord, as every sort of produce would 
be equally affected, just as Adam Smith describes ; but a 
relatively high price of corn is at all times greatly bene- 
ficial to the landlord; for first, it gives him a greater 


^ [Bk. iv., c. V., p. 219 a; cl bk. iv., c. ii., p, 187 a.] 
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quantity of corn for Hs rent ; and, secondly, for every 
equal measure of corn lie -will have a command, not 
only over a greater quantity of monqy, but over a greater 
quantity of every commodity which money can purchase. 



CHAPTER XXV.— ON COLONIAL TRADE. 


§ 118 . 

A DAM SMITH, in Lis observations on colonial trade. 

^ Las sLown, most satisfactorily, the advantages of a 
free trade, and tLe injustice suffered by colonies, in being 
prevented by tiieir mother countries, from selling their 
produce at the dearest market, and buying their manu- 
factures and stores at the cheapest. He Las shown, tliat 
by permitting every country freely to excLange the pro- 
duce of its industry when and where it pleases, the best 
distribution of the labour of the world will be efected, and 
the greatest abundance of the necessaries and enjoyments 
of human life will be secured. 

He Las attempted also to show, that this freedom, of 
commerce, which undoubtedly promotes the interest of 
the whole, promotes also that of each particular country ; 
and that the narrow policy adopted in the countries of 
Europe respecting their colonies, is not less injurious to 
the mother countries themselves, than to the colonies 
whose interests are sacrificed. 

“ The monopoly of the colony trade,^’ he says, like all 
the other mean and malignant expedients of the mercan- 
tile system, depresses the industry of all other countries, 
but chiefly that of the colonies, without, in the least, in- 
creasing, but, on the contrary, diminishing, that of the 
country in whose favour it is established.” ^ 

This part of Lis subject, however, is not treated in so 


^ [Bk. iv., c, vii., p. 252 a,] 
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clear and conYmcing a manner as that in wlii.cli he shows 
the injustice of this system towards the colony. 

§ 119. It may, I think, be doubtedr. whether a mother 
country may not sometimes be benefited by the restraints 
to which she subjects her colonial possessions. Who can 
doubt, for example, that if England were the colony of 
France, the latter c<;mntry would be benefited ty a heavy 
bounty paid by England on the exportation of corn, cloth, 
or any other commodities ? In examining the question of 
bounties, on the supposition of corn being at <504 per 
quarter in this country, we saw, that with a bGunty of 
IO 5 . per quarter, on exportation in England, corn would 
have been reduced to 10s. in France. Now, if corn 
had previously been at .£3 15^. per quarter in France, 
the French consumers would have "^een benefited by 5^. 
per quarter on all imported corn ; if the natural price of 
com in France were before £4, they would have gained 
the whole bounty of IO 5 . per quarter. France would 
thus be benefited by the loss sustained by England : she 
would not gain a part only of what England lost, but the 
whole. 

It may, however, be said, that a bounty on exportation 
is a measure of internal policy, and could not easily be 
imposed by the mother country. 

If it would suit the interests of Jamaica and Holland 
to make an exchange of the commodities which they 
respectively produce, without the intervention of England, 
it is quite certain, that by their being prevented from so 
doing, the interests of Holland and Jamaica would suffer ; 
but if Jamaica is obliged to send her goods to England, 
and there exchange them for Dutch goods, an English 
capital, or English agency, will be employed in a trade in 
which it would not otherwise be engaged. It is allured 
thither by a bounty, not paid by England, but by Holland 
and Jamaica. 

That the loss sustained, throupji a disadvantageous 
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distribution of labour in two countries, maj be beneficial 
to one of them, wMle tbe other is made to suffer more 
than tbe loss actually belonging to such a distribution, 
bas been stated by \dam Smith himself ; which, if. true, 
will at once prove that a measure, which may be greatly 
hui'tful to a colony, may be partially beneficial to the 
mother country. 

Speaking of treaties of commerce, %e says, When a 
nation hinds itself by treaty, either to permit the entry of 
certain ^oods from one foreign country which it prohibits 
from ali others, or to exempt the goods of one country 
from duties to which it subjects those of all others, the 
country, or at least the merchants and manufacturers of 
the country, whose commerce is so favoured, must neces- 
sarily derive great advantage from the treaty. Those 
merchants and mafiufacturers enjoy a sort of mono]3oly in 
the country, which is so indulgent to them. That country 
becomes a market, both more extensive and more advan- 
tageous for their goods ; more extensive, because the 
goods of other nations, being either excluded or subjected 
to heavier duties, it takes off a greater quantity of them ; 
more advantageous, because the merchants of the favoured 
country, enjoying a sort of monopoly there, will often sell 
their goods for a better price than if exposed to the free 
competition of all other nations,” ^ 

Let the two nations, between which the commercial 
treaty is madei be the mother country and her colony, and 
Adam Smith, it is evident, admits, that a mother country 
may be benefited by oppressing her colony. It may, how- 
ever, be again remarked, that unless the monopoly of the 
foreign market be in the hands of an exclusive company, 
no more will be paid for commodities by foreign pur- 
chasers than by home purchasers ; the price which they 
will both pay will not differ greatly from their natural 


* [Bk. iv., c. vL, p, 222 h, 3 
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price in tlie country where they are produced. England, 
for example, will, under ordinary circumstances, always 
be able to buy Erench goods, at the n§.tural price of those 
goods in France, and France would have an equal privi- 
lege of buying English go )ds at their natural price in 
England. But at these prices, goods would be bought 
without a treaty. Of what advantage or disadvantage 
then is the treaty to either party ? 

The disadvantage of the treaty to the^ importing country 
would be this : it would bind her to purchase a commodity, 
from England for example, at the natural pricecof that 
commodity in England, when she might perhaps have 
bought it at the much lower natural price of some other 
country. It occasions then a disadvantageous distribution 
of the general capital, which falls chie^fly on the country 
bound by its treaty to buy in the least productive market ; 
but it gives no advantage to the seller on account of any 
supposed monopoly, for he is prevented by the competi- 
tion of his own countrymen from selling his goods above 
their natural price ; at which he would sell them, whether 
he exported them to France, Spain, or the West Indies, or 
sold them for home consumption. 

In what then does the advantage of the stipulation in 
the treaty consist ? It consists in this : these particular 
goods could not have been made in England for exporta- 
tion, but for the privilege which she alone had of serv- 
ing this particular market ; for the compifoition of that 
country, where the natural price was lower, would have*' 
deprived her of all chance of selling those commodities. 

§ 120. This, however, would have been of little im- 
portance, if England were quite secure that she could sell 
to the same amount any other goods which she might 
fabricate, either in the French market, or with equal 
advantage in any other, The object which England has 
in view, is, for example, to buy a quantity of French 
wines of the value of .£5,000 — she desires then to sell 
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goods somewlxere by wbicli she may get <£5,000 for this 
purpose. If France gives her a monopoly of the cloth 
market, she will re|.dily export cloth for this purpose; 
but if the trade is free, the competition of other countries 
may prevent the natural price of cloth in England from 
being sufficiently low to enable her to get £5,000 by the 
sale of cloth, and to obtain the usual profits by such an 
employment of her stock, The industry of England must 
be employed, then,^on some other commodity ; but there 
may be none of her productions which, at the existing 
value o&money, she can afford to sell at the natural price 
of other countries. What is the consequence ? The wine 
drinkers of England are still willing to give £5,000 for 
their wine, and consequently £5,000 in money is exported 
to France for that purpose. By this exportation of money 
its value is raised in England, and lowered in other 
countries ; and with it the natural ^rice of all commodi- 
ties produced by British industry is also lowered. The 
advance in the value of money is the same thing as the 
decline in the price of commodities. To obtain £5,000, 
British commodities may now be exported; for at their 
reduced natural price they may now enter into competi- 
tion with the goods of other countries. More goods are 
sold, however, at the low prices to obtain the £5,000 
required, which, when obtained, will not procure the same 
quantity of wine ; because, whilst the diminution of 
money in England has lowered the natural price of goods 
there, the increase of money in France has raised the 
natural price of goods and wine in France. Less wine, 
then, will be imported into England, in exchange for its 
commodities, when the trade is perfectly free, than when 
she is peculiarly favoured by commercial treaties. The 
rate of profits, however, will not have varied ; money will 
have altered in relative value in the two countries, and the 
advantage gained by France will be the obtaining a greater 
quantity of English, in exchange for a given quantity of 
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Frencb., goods, wMle the loss sustained by England will 
consist in obtaining a smaller quantity of French goods in 
exchange for a given quantity of thosewof England. 

Foreign trade, then, whether fettered, encouraged, or 
free, will always continue, whatever may be the compara- 
tive diJlculty of production in different countries ; but it 
can only be regulated by altering the natural price, not 
the natural value, at which commodities can be produced 
in those countries, and that is effected Jby altering the dis- 
tribution of the precious metals. This explanation con- 
firms the opinion which I have elsewhere given, that there 
is not a tax, a bounty, or a prohibition, on the importation 
or exportation of commodities, which does not occasion a 
different distribution of the precious metals, and which 
does not, therifore, every where alter both the natural and 
the market price of commodities. 

It is evident, then, that the trade with a colony may be 
so regulated, that it shall at the same time be less beneficial 
to the colony, and more beneficial to the mother country, 
than a perfectly free trade. As it is disadvantageous to a 
single consumer to be restricted in his dealings to one 
" particular shop, so is it disadvantageous for a nation of 
consumers to be obliged to purchase of one particular 
country. If the shop or the country afforded the goods 
required the cheapest, they would be secure of selling 
them without any such exclusive privilege; and if they 
lid not sell cheaper, the general interest *^would require 
that they should not be encouraged to continue a trade 
which they could not carry on at an equal advantage with 
others. The shop, or the selling country, might lose by 
the change of employments, but the general benefit is 
never so fuUy secured, as by the most productive distribu- 
tion of the general capital ; that is to say, by an universally 
free trade. 

An increase in the cost of production of a commodity, 
If it be an article of the first necessity, will not necessarily 
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diminisli its consumption ; for altliongli the general power 
of the purchasers to consume, is diminished bj the rise of 
any one commodity ,^yet they may relinquish the consump- 
tion of some other commodity whose cost of production 
has not risen. In that case, the quantity supplied and 
fche quantity demanded, wiU be the same as before ; the 
cost of production only will have increased, and yet the 
price will rise, and must rise, to pia^ the profits of the 
producer of the enhanced commodity on a level with the 
profits derived from other trades. 

M. Saf ^ acknowledges that the cost of production is the 
foundation of price, and yet in various parts of his book he 
maintains that price is regulated by the proportion which 
demand bears to supjfiy. The real and ultimate regulator 
of the relative value of any two commodities^is the cost of 
their production, and* not the respective quantities which 
may be produced, nor the competition amongst the pur- 
chasers: 

§ 121. According to Adam Smith, the colony trade, by 
being one in which British capital only can be employed, 
has raised ’the rate of profits of all other trades ; and as, 
in his opinion, high profits, as well as high wages, raise 
the prices of commodities, the monopoly of the colony 
trade has been, he thinks, injurious to the mother country; 
as it has diminished her power of selling manufactured 
commodities as cheap as other countries. He says, that 
^‘in consequence of the monopoly, the increase of the 
colony trade has not so much occasioned an addition to 
the trade which 0-reat Britain had before, as a total change 
in its direction. Secondly, this monopoly has necessarily 
contributed to keep up the rate of profit in all the different 
branches of British trade, higher than it naturally would 
have been, had all nations been allowed a free trade to the 
British colonies.’* * ** But whatever raises in any country 


^ [See quotations, p. 374, etc.] ^ [Bk. iv., c. vii., p. 246 k] 
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tlie ordinary rate of profit higlier than it otherwise would 
be, necessarily subjects that country both to an absolute, 
and. to a relative disadvantage in everf branch of trade of 
which she has not the monopoly. It subjects her to an 
absolute disadvantage, because in such branches of trade, 
her merchants cannot get this greater profit without selling 
dearer than they otherwise would do, both tfie goods of 
foreign countries which they import into their own, and 
the goods of their own country which they export to^foreign 
countries. Their own country must both buy dearer and 
sell dearer; must both buy less and sell lesH; must 
both enjoy less and produce less than she othenvise 
would do.” ^ 

“ Our merchants frequently complain of the high wages 
of British labhur as the cause of their paanufactures being 
undersold in foreign markets; but they are silent about 
the high profits of stock. They complain of the extravagant 
gain of other people, but they say nothing of their own. 
The high profits of British stock, however, may contribute 
towards raising the price of British manufacture in many 
cases as much, and in some perhaps more, than the high 
wages of British labour.” ^ 

I allow that the monopoly of the colony trade will 
change, and often prejudicially, the direction of capital ; 
but from what I have already said on the subject of pro- 
fits, it will be seen that any change from one foreign trade 
to another, or from home to foreign tradef cannot, in my 
opinion, affect the rate of profits.^ The injury suffered 
will be what I have just described ; there will be a worse 
distribution of the general capital and industry, and, 
therefore, less will be produced. The natural price of 
commodities will be raised, and, therefore, though the 
consumer will be able to purchase to the same money value, 
he will obtain a less quantity of commodities. It will be 

[Bk. ir., c. rii, p, 246 b.] ® [Bk. iv., c. vil, p. 247 a.] 

^ [Cf. § 83, note, p. 211.] 
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seen too, tliat if it eTOn had the effect of raising profits, it 
would not occasion the least alteration in prices ; prices 
being regulated nei^er by wages nor profits. 

And does not Adam Smith agree in this opinion, when 
he says, that the prices of commodities, or the Yalue of 
gold and silver as compared with commodities, depends 
upon the proportion between the quantity of lahour which 
is necessary in order to bring a certain quantity of gold 
and silver to marli^t, and that which is necessary to bring 
thither"* a certain quantity of any other sort of goods 
That qimntity will not be affected, whether profits be high 
or low, or wages low or high. How then can prices be 
raised by high profits ? 



CHAPTER XXVI.— ON GROSS AND NET 
REVENUE.' 

§ 122 . 

A dam smith constantly magnifies the advantages 
which a country derives from a large gross, rather 
than a large net income. “In proportion as a greater 
share of the capital of a country is employed in agricul- 

* [This chapISr is directed to the criticism^of Adam Smith- Bk. 
ii, c. V., “ On the Employment of Capital?’ It is a little doubtful 
whether Ricardo himself realised the peculiar nature of the mistake 
into which Adam Smith fell. The latter, dividing industries into 
four classes, according as they might be extractive, manufacturing, 
carrying, retail, saw that these expended their capital (p. 149) in 
ever diminishing amount in the actual employment of labour, in 
ever increasing amount in buying what was to them the raw pro- 
' duce. What he failed to see was, that each successive party in the 
progress was making an advance of capital in order to allow his 
predecessor to withdraw his capital from the commodity, before it 
could be sold to the consumer, in order to employ it again in the 
further employment of labour. The new capital renders this new 
employment possible, and so in a certain sense employs labour. 
He did not see that delay was one of the necesrlties of the case, 
and that capital was needed to meet such delay. Professor 
Nicholson (“Wealth of Nations,” ed. Nicholson. Introduction, 
p. 22) urges that Adam Smith was endeavouring to illustrate 
the advantage of bringing the producer nearer the consumer. No 
doubt there is such an advantage, if it can be effected with- 
out inconvenimcc ; but we might just as well speak of the advan- 
tage of persuading the consumer to eat his food uncooked and to 
wear his wools and cottons unmanufactured. Of course, anything 
that renders delay or distance unnecessary is beneficial, but only if 
it achieve its object without incmvmUnce. 

This position Ricardo does not definitely attack, though he does 
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ture,” lie says, “ tlie greater will be the quantity of pro- 
dnctive labour wbicb it puts into motion witMn the 
country ; as will likewise be tbe value wbicb its employ- 
ment adds to tbe annual produce of the land and labour 
of tbe society. After agriculture, tbe capital employed in 
manufactures puts into motion tbe greatest quantity of 
productive^ labour, and adds tbe greatest value to tbe 
annual produce. That wbicb is employed in tbe trade of 
exportation bas tbe least effect of any of tbe three.” ^ 

not grant it, as we see from bis own words. He merely denies the 
relevancjfi of the argument so far as the tax-fnnd or power of the 
nation is concerned. 

It is very different wdien Ave come to Adam Smith’s particular 
position with regard to the superior advantages of agriculture. 
These are separate and distinct from those mentioned above. But 
it is, I think, entirely mcorrect to suppose (Nidiolson. Intro., 
p. 22) that Ricardo agreed with Adam Smith. Tbe latter regarded 
capital when applied in agriculture as particularly productive be- 
cause, beside setting in motion an additional amount of labour, 
it brought into action the powers of natures, Avbich produced 
their share. This he considers shown by tbe payment of rent. 
In reality,^ be means that capital and labour applied to agii- 
culture pro’duces more “riches” than in any other ease. But 
Ricardo means something quite distinct when he writes as he does 
at beginning of § 123, “Although I admit,” etc. He is most 
careful to state that it is only when employed on any but the land 
last cultivated that an equal amount of capital puts in motion a 
greater amount of labour than when employed in manufacture. 
In such cases it does so because it is exercised under conditions 
when a smaller fuantity of labour and capital produces an amount 
equal to that produced by a larger quantity under less favourable 
circumstances. The two produces, as he says (§ 115), must be ex- 
changed for other commodities according to the returns obtained 
under less favourable conditions. In manufacture the forces of 
nature, he assumes, are however unmonopolized, and equally open 
to all manufacturers (§ 27). Thus the total labour called into action 
will be greater. Unlike Adam Smith he strictly distinguishes 
between “value” and “riches.”] 

^ M. Say is of the same opinion with Adam Smith : The most 
productive employment of capital, for the country in general, after 
that on the land, is that of manufactures and of home trade ; be 
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for Si DioTnont, tliis wore tru© ; wbat 
■would be the advantage resulting to a country from the 
employment of a great quantity of productive labour, if, 
whether it employed that quantity or a smaller, its net 
rent and profits together would be the same. The whole 
produce of the land and labour of every country is divided 
into three portions: of these, one portion is.devoted to 
wages, another to profits, and the other to rent. It is from 
the*" two last portions only, that any deductions can be 
made for taxes, or for savings ; the tormer, if moderate, 
constituting always the necessary expenses of prcjduction.* 
To an individual with a capital of .£20,000, whose profits 
were £2,000 per annum, it would be a matter quite indif- 
ferent whether his capital would employ a hundred or a 
thousand mep, whether the commodity produced, sold for 
^10 000, or for £20,000, provided, in all cases, his profits 
were not diminished below £2,000. Is not the real interest 
of the nation similar? Provided its net real income, its 
rent and profits be the same, it is of no importance whether 
the nation consists of ten or of twelve miUions of inhabi- 
tants. Its power of supporting fleets and armies, and all 
species of unproductive labour, must be in proportion. to 
its net, and not in proportion to its gross income. If five 
millions of men could produce as much food and clothing 

cause it puts in activity an industry of which the profits are gained 
in the country, while those capitals which are employed m foreign 
commerce, make the ind^try and lands of all countries to be pro- 
ductive, without distinction. 

The employment of capital the least favouiable to a nation, is 
that of carrying the produce of one foreign country to another." 
Sav. vol. ii., p. 120. [Bk. ii., c. viii. 2nd ed., pp. 120, 121.] 

^ Perhaps this is expressed too strongly, as more is generally 
allotted to the labourer under the name of wages, than the abso- 
lutely necessary expenses of production. In that case a part of 
the net produce of the country is received by the labourer, and 
may be saved or expended by him ; or it may enable him to con- 
tribute to the defence of the country. 
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as was necessary for ten millions, food and clothing for 
five millions would be the net reyenue. Wonld it he of 
any adyantage to tl^e country, that to produce this same 
net revenue, seven millions of men should be required, 
that is to say, that seven millions should be employed to 
produce food and clothing sujffieient for twelve millions ? 
The food ahd clothing of five millions would be still the 
net revenue. The employing a greater number of men 
would enable us neither to add a man to our army and 
navy, nor to contribute one guinea more in taxes. 

It is mot on the grounds of any supposed advantage 
accruing from a large ];)opulation, or of the happiness that 
may be enjoyed by a greater number of human beings, that 
Adam Smith supports the preference of that employment 
of capital, which gives motion to the greatest quantity of 
industry, but expressly on the gronnd of its increasing the 
power of the country,^ for he says, that “ the riches, and, 
so far as power depends upon riches, the power of every 
country must always be in proportion to the vaine of its 
annual produce, the fund from which all taxes must ulti- 
mately be paid.” ^ It must however be obvious, that the 
power of paying taxes, is in proportion to the net, and not 
in proportion to the gross, i*evenue. 

§ 123. In the distribution of employments amongst all 
countries, the capital of poorer nations will be naturally 
employed in those pursuits, wherein a gimt quantity of 
labour is supported at home, because in such countries the 
fobd and necessaries for an increasing population can be 
most easily procured. In rich countries, on the contrary, 

* M. Say has totally misimderstood me in supposing that I have 
considered as nothing, the happiness of so many iiuman beings. I 
think the text sufficiently shows that I was confining my remarks 
to the particular grounds on which Adam Smith had rested it. 
[Cl note to page 222, voL ii. ; cf. French translation (1819) of 
Ricardo’s ** Principles.”] 

® [Bk. ii, c, v., p. 153 a.] 
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wliere food is dear, capital will naturally flow, when trade 
is fiee, into those occupations wherein the least quantity 
of labour is required to be maiutaiued at home: such as 
the carrying trade, the distant foreign trade, and trades 
■where expensive machinery is required; to trades where 
profits are in proportion to the capital, and not in pro- 
portion to the quantity of labour employed.' 

Although I admit, that from the nature of rent, a given 
capital employed in agriculture, on any but the land last 
cultivated, puts in motion a greater quantity of labour 
than an equal capital employed in manufactures and trade 
yet I cannot admit that there is any difference in the 
quantity of labour employed by a capital engaged in the 
home trade, and an equal capital engaged in the foreien 
trade. ® 

“ The capital which sends Scots® manufactures to London, 
and brmgs back English com and manufactures to Edin- 
burgh,” says Adam Smith, “ necessarily replaces, by eveiv 
such operation, two British capitals which had both been 
employed in the agriculture or manufactures of G-reat 
Britain. 


“ The capital employed in purchasing foreign goods for 
home consumption, when this purchase is made with the 
produce of domestic industry, replaces, too, by every such 
operation, two distinct capitals ; but one of them only is 
employed in supporting domestic industry. The capital 


It is fortunate that the natural course of things draws 
capital, not to those employments where the greatest profits ^e 
made, hut to those where the operation is most profitable to the 

I ^ Say has not told 

w TP?"??®®*® which, while they are the most 
profitable to the mdmdnal, are not the most profitable to the State. 

capitals, but with abundance of fertile 

tl mdmduals, and therefore also less profitable 


' [Cf. § 122, note, and § 45.] s [Better reading “ Scotch.”] 
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wilicli sends British goods to Portugal, and brings back 
Portuguese goods to Great Britain, rejdaees, Iv every such 
operation, only one British capital, the other is a Por- 
tuguese one. Thout^^h the returns, therefore, of the foreign 
trade of consumption should be as quick as the home 
trade, the capital employed in it will give but one half the 
encouragement to the industry or productive labour of the 
country ^ 

This argument appears to me to be fallacious; for 
though •two capital^, one Portuguese and one English, be 
employed, as Dr. Smith supposes, still a capital will be 
employed in the foreign trade, double of what would be 
employed in the home trade. Suppose that Scotland 
employs a capital of a thousand pounds in making linen, 
which she exchanges for the produce of a ^milar capital 
employed in making sHks in England, two thousand pounds, 
and a proportional quantity of labour will be employed 
by the. two countries. Suppose now, that England dis- 
covers that she can import more linen from Germany, 
for the silks which she before exported to Scotland, and 
that Scotland discovers that she can obtain more silks 
from France in return for her linen, than she before 
obtained from England, — will not England and Scotland 
immediately cease trading with each other, and will not 
the home trade of consumption be changed for a foreign 
trade of consumption ? But although two additional capi- 
tals will enter into this trade, the capital of Germany and 
that of France, will not the same amount of Scotch and of 
English capital continue to be employed, and will it not 
give motion to the same quantity of industry as when it 
was engaged in the home trade ? 


^ [Bk. ii, c. V., p. 151 b.] 
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(? 0 mucTi lias already been written on currency, tbat of 
those who give their attention to such subjects, none 
but the prejudiced are ignorant of its true principles. 
I shall, ther^ore, take only a brief survey of some of the 
general laws which regulate its quantity and value. 

G-old and silver, like all other commodities, are valuable 
only in proportion to the quantity of labour necessary to 
produce them, and bring them to market. Gold is about 
fifteen times dearer than silver, not because there is a 
gi'eater demand for it, nor because the supply 'of silver is 
fifteen times greater than that of gold, but solely because 
fifteen times the quantity of labour is necessary to procure 
a given quantity of it. 

The quantity of money that can be employed in a country 
must depend on its value: if gold alone were employed 
for the circulation of commodities, a quantity would be 
required, one fifteenth only of what would be necessary if 
silver ^ were made use of for the same purpose. 

^ [It is impossible to enter into the discussion of Ricardo^s mone- 
tary theories. In the short epitome given in this chapter he directs 
the attention of the'reader to their chief considerations, 

a. The quantitative theory of money. 

h. The advantages of paper currency, and of unlimited issue of 
convertible paper. 

<5. The increased variability of a bimetallic standard.] 

® lie. alone.] 
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A circulation can never be so abundant as to overflow ; 
for bj diminisliing its value, in tbe same proportion you 
will increase its quantity, and by increasing its v'alue, 
diminisb its quantity. 

Wliile tlie State coins money, and charges no seignorage, 
money will* be of the same value as any other piece of the 
same metal of equal weight and finenfss ; but if the State 
charges a seignorage for coinage, the coined piece of money 
will generally exce'Sd the value of the uncoined j>iece of 
metal b? the whole seignorage charged, because it will 
require a greater quantity of labour, or, which is the same 
thing, the value of the produce of a greater quantity of 
labour to procure it. 

While the State alone coins, thei'e can he no limit to this 
charge of seignorage ;*for by limiting the quantity of coin, 
it can be raised to any conceivable value. 

§ 125. It is on this principle that paper money circu- 
lates : the whole charge for paper money maybe considered 
as seignorage. Though it has no intrinsic value, yet, by 
limiting its quantity, its value in exchange is as great as 
an equal denomination of coin, or of bullion in that coin. 
On the same principle, too, namely, by a limitation of its 
quantity, a debased coin would circulate at the value it 
should bear, if it were of the legal weight and fineness, and 
not at the value of the quantity of metal which it actu- 
ally contained.# In the history of the British coinage, we 
find, accordingly, that the currency was never depreciated 
in the same proportion that it was debased ; the reason of 
which was, that it never was increased in quantity, in pro- 
portion to its diminished intrinsic value.^ 

There is no point more important in issuing paper money, 
than to be fully impressed with the eflrects which follow 
from the principle of limitation of quantity. It will 

J Whatever I say of gold coin, is equally applicable to silver 
coin ; but it is not necessary to mention both on every occasion. 
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scarcely be believed fifty years hence, that Bank directors 
and ministers gravely contended in onr times, both in par- 
liament, and before committees of parliament, that the 
issues of notes by the Bank of England, unchecked by any 
power in the holders of such notes, to demand in exchange 
either specie, or bullion, had not, nor could hav/3 any effect 
on the prices of conmodities, bullion, or foreign exchanges. 

After the establishment of Banks, the State has not the 
sole power of coining or issuing money.*' The currency may 
as effectually be increased by paper as by coin ; so that if 
a State were to debase its money, and limit its quantity, it 
could not support its value, because the Banks would 
have an equal power of adding to the whole quantity of 
circulation. 

On these principles, it will be seen That it is not neces- 
sary that paper money should be payable in specie to 
secure its value ; it is only necessary that its quantity 
should be regulated according to the value of the metal 
which is declared to be the standard. If the standard 
were gold of a given weight and fineness, paper might be 
increased with every fall in the value of gold, or, which is 
the same thing in its effects, with every rise in the price of 
goods. 

§ 126, “ By issuing too great a quantity of paper,*’ says 
Dr. Smith, of which the excess was continually returning, 
in order to be exchanged for gold and silwer, the Bank of 
England was, for many years together, obliged to coin gold 
to the extent of between eight hundred thousand pounds 
and a million a year, or at an average, about eight hundred 
and fifty thousand pounds. For this great coinage, the 
Bank, in consequence of the worn and degraded state 
into which the gold coin had fallen a few years ago, was 
frequently obliged to purchase bullion, at the high price of 
four pounds an ounce, which soon after issued in coin at 
o63 17s. 10|d. an ounce, losing in this manner between two 
and a half and three per cent, upon the coinage of so very 
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large a sum. Tliougli the Bank, therefore, paid no seignor- 
age, though the Government was properly at the expense 
of the coinage, this liberality of Government did not pre- 
vent altogether the expense of the Bank,” ^ 

On the principle above stated, it appears to me most 
clear, that by not re-issuing the paper thus brought in, 
the value •of the whole currency, of the degraded as well 
as the new gold coin, would have Seen raised, when all 
demands on the B^nk would have ceased. 

Mr. TBuchanan, however, is not of this opinion, for he 
says, '*4hat the great expense to which the Bank -was at 
this time exposed, was occasioned, not, as Dr. Smith seems 
to imagine, by any imprudent issue of paper, but by the 
debased state of the currency, and the consequent high 
price of bullion. The Bank, it will be obs^ved, having no 
other way of procuring guineas but by sending bullion to 
the Mint to be coined, was always forced to issue new 
coined guineas in exchange for its returned notes ; and 
when the currency was generally deficient in weight, and 
the price of bullion high in proportion, it became profitable 
to draw these heavy guineas from the Bank in exchange 
for its paper ; to convert them into bullion, and to sell 
them with a profit for Bank paper, to he again returned 
to the Bank for a new supply of guineas, which were again 
melted and sold. To this drain of specie, the Bank must 
always be exposed while the currency is deficient in weight, 
as both an e^lfey and a certain profit then arises from the 
‘•constant interchange of paper for specie. It may he re- 
marked, however, that to whatever inconvenience and 
expense the Bank was then exposed by the drain of its 
specie, it never was imagined necessary to rescind the 
obligation to pay money for its notes.” ® 

Mr. Buchanan evidently thinks that the whole currency 
must, necessarily, be brought down to the level of the 

* [Bk. ii., c. ii, p. 123 a.] 

“ [Smith, ed Buchanan, 1814, Vol. i, p. 477, note.] 
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value of the debased pieces ; but, surely, by a diminution 
of the quantity of the currency, the whole that remains can 
be elevated to the value of the best pieces. 

Dr. Smith appears to have forgotten his own principle, 
in his argument on colony currency. Instead of ascribing 
the depreciation of that paper to its too great abundance, 
he asks whether, allowing the colony security *to be per- 
fectly good, a hundred pounds, payable fifteen years hence, 
would be equally valuable with a hun(?red pounds to be 
paid immediately ? ^ I answer yes, if it be not too abun- 
dant. 

§ 127. Experience, however, shows, that neither a State 
nor a Bank ever have had the unrestricted power of issuing 
paper money, without abusing that power : in all States, 
therefore, the r issue of paper money opght to be under 
some check and control; and none seems so proper for that 
jmrpose, as that of subjecting the issuers of paper money 
to the obligation of paying their notes, either in goli coin 
or bullion. 

To secure the public^ against any other variations in 
the value of currency than those to which the standard 
itself is subject, and, at the same time, to carry on the 
circulation with a medium the least expensive, is to attain 
the most perfect state to which a currency can be brought, 
and we should possess all these advantages by subjecting 
the Bank to the delivery of uncoined gold or silver at the 
Mint standard and price, in exchange for t£eir notes, in- 
stead of the delivery of guineas; by which means paper 
would never fall below the value of bullion, without being 
followed by a reduction of its quantity. To prevent the 
rise of paper above the value of bullion, the Bank should 

^ [Bk. ii., c, ii., p. 134 a, b.] 

This, and the following paragraphs, to the close of the bracket, 
p. 349, is extracted from a Pamphlet entitled “ Proposals for an 
Economical and Secure Currency,” published by the author in the 
year 1816. 
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be also obliged to give tbeir paper in exchange for standard 
gold at tbe price of <£3 17s. per ounce. ITot to give too 
much trouble to t|jie Bank, tlie quantity of gold to be 
demanded in exchange for paper at the Mint price of 
17s. 10|"{I., or the quantity to be sold to the Bank at 
1 7s., should never be less than twenty ounces. In other 
words, the*Bank should be obliged to^purchase any quan- 
tity of gold that was offered them, not less than twenty 
ounces, at £>2 17s.^ ^ex ounce, and to sell any quantity that 
might T3e demanded at 17s. 10|t2. "While they have 
the pow«r of regulating the quantity of their paper, thex^e 
is no possible inconvenience that could result to them from 
such a regulation. 

‘‘ The most perfect liberty should be given at the same 
time to export or in^xxrt eveiy description of Ifullion. These 
transactions in bullion would be very few in number, if 
the Bank regulated their loans and issues of paper by the 
criteiion which I have so often mentioned, namely, the 
price of standard bullion, without attending to the absolute 
quantity of paper in circulation. 

“ The object which I have in view would be in a great 
measure attained, if the Bank were obliged to deliver un- 
coined bullion, in exchange for their notes, at the Mint 
price and standard; though they were not under the 
necessity of purchasing any quantity of bullion offered 
them at the prices to be fixed, particularly if the Mint were 
to continue open to the public for the coinage of money : 
for that regulation is merely suggested, to prevent the 
value of money fi-om varying from the value of bullion 

^ The price of 17^. here mentioned, is, of course, an arbitrary 
price. There might he good reason, perhaps, for fixing it either a 
little above, or a little below. In naming £3 17^. I wish only to 
elucidate the principle. The price ought to be so fixed as to make 
it the interent of the seller of gold rather to sell it to the Bank, 
than to carry it to the Mint to be coined. 

The same remark applies to the specified quantity of twenty 
ounces. There might be good reason for making it ten or thirty. 
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more than the trifling diflerence between the prices at 
which the Bank should buy and sell, and which would be 
an approximation to that uniformity in its walue, which is 
acknowledged to be so desirable. 

If the Bank capriciously limited the quantity of their 
paper, they would raise its value ; and gold might appear 
to fall below the lin^ts at which I propose the Bank should 
purchase. Gold, in that case, might be carried to the Mint, 
and the money returned from thence, being added to the 
circulation, would have the effect of lowering its value, and 
making it again conform to the standard ; but 'xt would 
neither be done so safely, so economically, nor so expedi- 
tiously, as by the means which I have proposed ; against 
which the Bank can have no objection to offer, as it is for 
their interest' to furnish the circulatjop with paper, rather 
than oblige others to furnish it with coin. 

“Under such a system, and with a currency so regulated, 
the Bank would never be liable to any embarrassments 
whatever, excepting on those extraordinary occasions, when 
a general panic seizes the country, and when every one is 
desirous of possessing the precious metals as the most 
convenient mode of realizing or concealing his property. 
Against such panics. Banks have no security, on any system ; 
from their very nature they are subject to them, as at no 
time can there be in a Bank, or in a country, so much 
specie dr bullion as the monied individuals of such country 
have a right to demand. Should every man withdraw his 
balance from his banker on the same day, many times tke 
quantity of Bank notes now in circulation would be insuffi- 
cient to answer such a demand. A panic of this kind was 
the cause of the crisis in 1797 ; and not, as has been sup- 
posed, the large advances which the Bank had then made 
to Government.^ iSTeither the Bank nor Government were 

^ [Tlicmgli this is trae, there is little doubt that the large ad- 
vances made to the Government by the Bank had tended to its 
considerable embarrassment. The crisis was brought about by the 
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at that time to blame ; it was the contagion of the tin- 
founded fears of the timid part of the community, which 
occasioned the run, on the Bank, and it would equally have 
taken place if they had not made any advances to Govern- 
ment, and had possessed twice their present capital. If 
the Bank had continued paying in cash, probably the 
panic would have subsided before iheir coin had been 
exhausted. 

“ With the knoivn opinion of the Bank directors, as to 
the rule for issuing paper money, they may be said to have 
exercis<»[i their powers without any great indiscretion. It 
is e^ddent that they have followed their own principle with 
extreme caution. In the present state of the law, they have 
the power, without any control whatever, of increasing or 
reducing the circulation in any degree thiey may think 
pi'oper : a power which should neither be intrusted to the 
State itself, nor to any body in it ; as there can be no 
security for the uniformity in the value of the currency, 
when its augmentation or diminution depends solely on 
the will of the issuers. That the Bank have the power of 
reducing the circulation to the very narrowest limits will^ 
not be denied, even by those who agree in opinion with 
the directors, that they have not the power of adding 
indefinitely to its quantity. Though I am fully assured, 
that it is both against the interest and the wish of the 
Bank to exercise this power to the detriment of the pnblic, 
yet, when I contemplate the evil consequences which might 
ensue from a sudden and great reduction of the circulation, 
as well as from a great addition to it, I cannot but depre- 
general feeling of insecurity brought about by the French advance 
and the raniours of its possible consequence. In view^ of a still 
fm-ther run, in addition to that which they had experienced, the 
directors, February 26th, 1797, obtained permission to abstain from 
payment of their notes in cash. On Saturday, 2oth, they had only 
£1,272,000 in coin and bullion to meet their liabilities. Ricardo 
was probably mistaken as to what might have happened had they 
continued to pay in cash.] 
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cate tlie facility with which the State has armed the Bant 
with so formidable a prerogative. 

The inconvenience to which coiinfry banks were sub- 
jected before the restriction on cash payments, must, at 
times, have been very great. At all periods of alarm, or 
of expe(*.ted alarm, they must have been under the necessity 
of providing thems^ves with guineas, that they might be 
prepared for every exigency which might occur. Gruineas, 
on these occasions, were obtained at the Bank in exchange 
for the larger notes, and were conveyed by some confiden- 
tial agent, at expense and risk, to the country bank. After 
performing the offices to which they were destined, they 
found their way again to London, and in all probabilit}' 
were again lodged in the Bank, provided they had not 
suffered such a. loss of weight, as to reduce them below the 
legal standard. 

If the plan now proposed, of paying Bank notes in 
bullion, be adopted, it would be necessary either to extend 
the same privilege to country banks, or to make Bank 
notes a legal tender, in which latter case, there would 
^be no alteration in the law respecting country banks, 
as they would be required, precisely as they now are, to 
pay their notes, when demanded, in Bank of England 
notes. 

^‘The saving which would take place, from not submitting 
the guineas to the loss of weight, from the^ friction which 
they must undergo in their repeated journeys, as well a^s 
of the expenses of conveyance, would be considerable ; but 
by far the greatest advantage would result from the per- 
manent supply of the country, as well as of the London 
circulation, as far as the smaller payments are concerned, 
being provided in the very cheap medium, paper, instead 
of the very valuable medium, gold ; thereby enabling the 
country to derive all the profit which may be obtained by 
the productive employment of a capital to that amount. 
We should sorely not be justified im rejecting so decided a 
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benefit, unless some specific inconvenience could be pointed 
out as likely to follow from adopting tbe cheaper me- 
dium.”] 

A currency is in its most perfect state when it consists 
wholly of paper money, but of paper money of an equal 
value with the gold which it professes to represent. The 
use of pap^ir instead of gold, substitutes the cheapest in 
place of the most expensive mediu^n, and enables the 
country, without loss to any individual, to exchange all 
the goM whi(*h it before used for this purpose, for raw 
material^, utensils, and food ; by the use of which, both its 
wealth and its enjoyments are increased. 

§ 128. In a national point of view, it is of no im- 
portance whether the issuers of this well regulated paper 
money be the Government or a Bank, it^will, on the 
whole, be equally *pfoductive of riches, whether it be 
issued by one or by the other; but it is not so with 
respect to the interest of individuals. In a country where 
the market rate of interest is 7 per cent., and where the 
State requires for a particular expense <=070,000 per 
annum, it ‘is a question of importance to the individuals 
of that country, whether they must be taxed to pay this 
<^70,000 per annum, or whether they could mise it without 
taxes. Suppose that a million of money should be required 
to fit out an expedition. If the State issued a million 
of paper, and displaced a million of coin, the expedition 
would be fitted? out without any charge to the people ; but 
if a Bank issued a million of paper, and lent it to Govern- 
ment at 7 per cent., thereby displacing a million of coin, 
tbe country would be charged with a continual tax of 
.£70,000 per annum: the people would pay the tax, the 
Bank would receive it, and the society would in either case 
he as wealthy as before ; the expedition would have been 
really fitted out by the improvement of our system, by 
rendering capital of the value of a million productive 
in the form of commodifies, instead of letting it remain 
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unproductive in the form of coin ; but the advantage 
would always be in favour of the issuers-^of paper ; and as 
the State represents the people, the people would have 
saved the tax, if they, and not the Bank, had issued this 
million. 

I have already observed, that if there were perfect 
security that the power of issuing paper money'^would not 
be abused, it would'^be of no importance with respect to 
the riches of the country collectively,^ by whom it was 
issued ; and I have now shown that the public would have 
a direct interest that the issuers should be the Sfete, and 
not a company of merchants or bankers. The danger, 
however, is, that this power would be more likely to be 
abused, if in the hands of Government, than if in the 
hands of a banking company. A company would, it is 
said, be more under the control of law, and although it 
might be their interest to extend their issues beyond the 
bounds of discretion, they would be limited and checked 
by, the power which individuals would have of calling for 
bullion or specie. It is argued that the same check would 
not be long respected, if Government had the privilege of 
^issuing money ; that they would be too apt to consider 
present convenience, rather than future security, and 
might, therefore, on the alleged grounds of expediency, 
be too much inclined to remove the checks, by which the 
amount of their issues was controlled. 

Under an arbitrary Government, this objection would 
have great force ; but, in a free country, with an eir- 
lightened legislature, the power of issuing paper money, 
under the requisite checks of convertibility at the will of 
the holder, might be safely lodged in the hands of com- 
missioners appointed for that special jjurpose, and they 
might be made totally independent of the control of 
ministers. 

The sinking fund is managed by commissioners, respon- 
sible only to parliament, and the investment of the money 



351 


CHAP. XXVII,] ON CURRENCY AND BANKS. 

entrusted to their charge, proceeds with the utmost regu- 
larity ; what reas^^n can there be to doubt that the issues 
of paper money might be regulated with equal fidelity, if 
placed under similaf management ? 

§ 129. It may be said, that although the advantage 
accruing to the State, and, therefore, to the public, from 
issuing paper money, is sufficiently manifest, as it would 
exchange a portion of the national defet, on which interest 
is paid by the public, into a debt bearing no interest ; yet 
it wouM be disadvantageous to commerce, as it would 
preclude the merchants from borrowing money, and 
getting thek bills discounted, the method in which Bank 
paper is partly issued. 

This, however, is to suppose that money could not be 
borrowed, if the Bank did not lend it, and that the market 
rate of interest and profit depends on the amount of the 
issnes of money, and on the channel through which it is 
issued# But as a country would have no deficiency of 
cloth, of wine, or any other commodity, if they had the 
means of paying for it, in the same manner neither would 
there be any deficiency of money to be lent, if the bor- 
rowers offered good security, and were willing to pay the 
market rate of interest for it. 

In another part of this work, I have endeavoured to 
show, that the real value of a commodity is regulated, not 
by the accidental advantages which may be enjoyed by 
some of its producers, but by the real difficulties en- 
c^ountered by that producer who is least favoured. It is 
so with respect to the interest for money; it is not 
regulated by the rate at which the Bank will lend, whether 
it be 5, 4, or 3 per cent,, but by the rate of profits which, 
can he made by the employment of capital, and which is 
totally independent of the quantity, or of the value of 
money. Whether a Bank lent one million, ten million, 
or a hundred millions, they would not permanently alter 
the market rate of interest ; they would alter only the 
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value of the money wliicli they thus issued. In one case, 
10 or 20 times more money might be required to carry on 
the same business, than what might be required in the 
other. The applications to the Bank for money, then, 
depend on the comparison between the rate of profits that 
may be made by the employment of it, and the rate at 
which they are willing to lend it. If they Charge less 
than the market T&e of interest, there is no amount of 
money which they might not lend, — if they charge more 
than that rate, none but spendthrifts and prodigals would 
be found to borrow of them. We accordingly %d, that 
when the market rate of interest exceeds the rate of 5 per 
cent, at which the Bank uniformly lend, the discount office 
is besieged with applicants for money ; and, on the con- 
trary, when |he market rate is even temporarily under 
5 per cent., the clerks of that office have no employment. 

The reason, then, why for the last twenty years, the 
Bank is said to have given so much aid to commerce, by 
assisting the merchants with money, is, because they have, 
dming that whole period, lent money below the max*ket 
rate of interest ; below that rate at which the Inerchants 
could have borrowed elsewhere ; but, I confess, that to me 
this seems rather an objection to their establishment, than 
an argument in favour of it. 

What should we say of an establishment which should 
regularly supply half the clothiers with wool under the 
market price? Of what benefit would it be to the com- 
munity ? It would not extend our trade, because the wool 
would equally have been bought if they had charged the 
market price for it. It would not lower the price of cloth 
to the consumer, because the price, as I have said before, 
would be regulated by the cost of its production to those 
who were the least favoured. Its sole effect, then, would 
be, to swell the profits of a part of the clothiers beyond 
the general and common rate of profits. The establish- 
ment would be deprived of its fair profits, and another 
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part of tlie community would be in tbe same degree 
benefited, Now this is precisely tlie effect of our banking 
establisbments ; a rate of interest is fixed by the law 
below that at wbicin it can be borrowed in tbe market, 
and at tbis rate tbe Bank are required to lend, or not to 
lend at aU, From tbe nature of tbeir establishment, they 
have larger funds which they can only dispose of in this 
way ; and a part of tbe traders of tbe fjountry are unfairly, 
and for tbe country, unprofitably benefited, by being 
enabled to supply themselves with an instrument of trade, 
at a less charge than those who must be influenced only 
by ^ market price. 

Tbe whole business, which the whole community can 
carry on, depends on the quantity of its capital, that is, of 
its raw material, machinery, food, vessels, etc., employed 
in production. After a well regulated paper money is 
established, these can neither be increased nor diminished 
by the. operations of banking. If, then, the State were to 
issue the paper money of the country, although it should 
never disconnt a biU, or lend one shilling to the pubhe, 
there would be no alteration in the amount of trade ; for 
we should have the same quantity of raw materials, of 
machinery, food, and ships ; and it is probable, too, that 
the same amount of money might be lent, not always at 
5 per cent, indeed, a rate fixed by law, when that might 
be under the market rate, but at 6, 7, or 8 per cent., the 
result of the f«bir competition in the market between the 
knders and the borrowers. 

Adam Smith speaks of the advantages derived by 
merchants from the superiority of the Scotch mode of 
affording accommodation to trade, over the English mode, 
by means of cash accounts.^ These cash accounts are 
credits given by the Scotch banker to his customers, in 
addition to the bills which he discounts for them ; but, as 

^ [McCulloch inserts a.”] * [Bk. ii., c. ii., pp. 120 h — 122 a.] 

A A 
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tlie banker, in proportion as he advances money, and 
sends it into circulation in one way, is debarred from 
issuing so much in the other, it is difficult to perceive in 
what the advantage consists. If the whole circulation 
will bear only one million of paper, one million only will 
be circulated ; and it can be of no real importance either 
to the banker or merchant, whether the whole he issued in 
discounting bills, or'^a part be so issued, and the remainder 
be issued by means of these cash accounts.^ 

§ 130, It may perhaps be necessary "to say a few words 
on the subject of the two metals, gold and silv^, which 
are employed in currency, particularly as this question 
appears to perplex, in many people's minds, the plain and 
simple principles of currency. “ In England," says Dr. 
Smith, “ gold was not considered as a legal tender for a 
long time after it was coined into money. The proportion 
between the values of gold and silver money was not fixed 
by any public law or proclamation, but was left' to be 
settled by the market. If a debtor offered payment in 
gold, the creditor might either reject such payment alto- 
gether, or accept of it at such a valuation of the gold, as 
^he and his debtor could agree upon." ^ 

In this state of things it is evident that a guinea might 
sometimes pass for 22s. or more, and sometimes for 18s. 
or less, depending entirely on the alteration in the relative 
market value of gold, and silver. All the variations, too, 
in the value of gold, as well as in the "mine of silver, 
would be rated in the gold coin, — it would appear as if 

^ [In theory Ricardo is right; hut the applicability of that 
theory to practice rests on the suppositions that the mobility of 
capital is complete, and that under the English system small hut 
rising manufacturers can obtain credit as easily under the English 
as under the Scotch system. This was in all probability not the 
case. Still less could it he so after the change suggested by 
Ricardo, and practically carried into effect, so far as hanks are 
concerned, by the Act of 1844.] 

» [Bk. i c. V., p. 16 h.] 
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silver was invariable, and as if gold only was subject to 
rise and fall. Thus, allbough a guinea passed for 22s. 
instead of I 85 ., gold might not have varied in value ; the 
variation might have been wholly confined to the silver, 
and therefore 22 s. might have been of no more value than 
18s. were before. And, on the contrary, the whole varia- 
tion mighi} have been in the gold: a guinea, which was 
worth 18s., might have risen to the vt,lue of 22 s. 

If now we suppose this silver currency to be debased 
by clif>ping, and also increased in quantity, a guinea 
might pass for 30s. ; for the silver in SO^. of such debased 
money might be of no more value than the gold in one 
guinea. By restoring the silver currency to its Mint 
value, silver money would rise : but it would appear as if 
gold fell, for a guinea would probably be 0^0 more value 
than 21 of such goo^ shillings. 

If now gold be also made a legal tender, and every 
debtof be at liberty to discharge a debt by the payment of 
420 shillings, or twenty guineas for every <£21 that he 
owes, he will pay in one or the other according as he can 
most cheaply discharge his debt. If with five quarters of 
wheat he can procure as much gold bullion as the Mint 
will coin into twenty guineas, and for the same wheat 
much silver bullion as the Mint will coin for him into 430 
shillings, he will prefer paying in silver, because lie would be 
a gainer of ten shillings by so paying his debt. But if, on 
the contrary, •he could obtain with his wheat as mucdi 
gold as would be coined into twenty guineas and a half, 
and as much silver only as would coin into 420 shillings 
he would naturally prefer paying his debt in gold. If the 
quantity of gold which he could procure could be coined 
only into twenty guineas, and the quantity of silver into 420 
shillings, it would be a matter of perfect indifference to him 
in which money, silver or gold, it was that he paid his debt. 
It is not then a matter of chance ; it is not because gold is 
better fitted for carrying on the cireulatioji of a rich 
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coxmtry, tliat gold is ever preferred for the purpose of pay- 
ing debts ; but, simply, because it is the interest of the 
debtor so to pay them. 

During a long period previous to 1797, the year of the 
restriction on the Bank payments in coin, gold was so 
cheap, compared with silver, that it suited the Bank of 
England, and all other debtors, to purchase gold in the 
market, and not silver, for the purpose of osLVTjing it to 
fche Mint to be coined, as they could in that coined metal 
more cheaply discharge their debts. [Phe silver currency 
was, during a great part of this period, very much debased ; 
but it existed in a degree of scarcity, and, therefore, on 
the principle which I have before explained, it never sunk 
in its current value. Though so debased, it was still the 
interest of debtors to pay in the gold coin. If, indeed, the 
quantity of this debased silver coin ha'd been enormously 
great, or if the Mint had issued such debased pieces, it 
might have been the interest of debtors to pay in this 
debased money ; but its quantity was limited, and it sus- 
taioed its value, and, therefore, gold was in practice the 
real standard of currency. 

That it was so, is no where denied ; but it has been con** 
tended, that it was made so by the law, which declared 
that silver should not be a legal tender for any debt 
exceeding <£25, unless by weight, according to the Mmt 
standard.* 

But this law did not prevent any debtor from paying 
his debt, however large its amount, in silver currency 
fresh from the Mint ; that the debtor did not pay in 
this metal, was not a matter of chance, nor a matter of 
compulsion, but wholly the effect of choice ; it did not suit 
him to take silver to the Mint, it did suit him to take gold 
thither. It is probable, that if the quantity of this debased 
silver in circulation had been enormously great, and also 
a legal tender, that a guinea would have been again worih 
’ [Until 56 Geo, III,, c. 68.] 
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thirty shillings ; bnt it would have been the debased shil- 
ling that would have fallen in value, and not the guinea 
that had risen. 

It appears, then, that whilst each of the two metals was 
equally a legal tender for debts of any amount, we were 
subject to* a constant change in the principal standard 
measure of value. It would sometimes be gold, sometimes 
silver, depending entirely on the variations in the relative 
value af the two •metals; and at such times the metal, 
which was not the standard, would be melted, and with- 
drawn from circulation, as its value would be greater in 
bullion than in coin. This was an inconvenience, which it 
was highly desirable should be remedied ; but so slow is 
the progress of improvement, that although it had been 
unanswerably demponstrated by Mr. Locke,’ and had been 
noticed by aU writers on the subject of money since his 
day, a, better system was never adopted till the session of 
Parliament, 1816, when it was enacted that gold only 
should be a legal tender for any sum exceeding forty 
shillings. . 

Dr. Smith does not appear to have been quite aware^ 
of the efEeet of employing two metals as currency, and both 
a legal tender for debts of any amount ; for he says, that 

in reality, dming the continuance of any one regulated 
proportion between the respective values of the different 
metals in coi% the value of the most precious metal regu- 
lates the value of the whole coin.” ® Because gold was 

^ Some Considerations of the Consequences of the lovrering of 
Interest and raising the Value of Money,’' 2nfl. edition, 1696. See 
especially conclusion, on p. 171 : I will confidently affirm, that it is 
the interest of every country that all the current money of it should 
he of one and the same metal ; that the several species should be all 
of the same alloy, and none of a baser mixture ; and that the siaH' 
dard once thus settled, should he inviolably and immutably kept 
to perpetuity* ” Cf. ‘‘ Further Considerations concerning raising the 
Value of Money,” p. 20, etc.] 

[Bk. i, e. V., p. 17 a, h. This of course is the contrary to 
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ill liis day tlie medium in wMcli it suited debtors to pay 
tlieir debts, be thought that it had some inherent quality 
by which it did then, and always woul^ regulate the value 
of silver coin. 

On the reformation of the gold coin in 1774, a new 
guinea fresh from the Mint, would exchange for only 
twenty-one debased ^hiUings ; but in the reign of King 
William, when the silver coin was in precisely the same 
condition, a guinea also new and fre^h from the Mint 
would exchange for thirty shillings. On this Mr. Buchanan 
observes, Here, then, is a most singular fact, of which the 
common theories of currency offer no account ; the guinea 
exchanging at one time for thirty shillings, its intrinsic 
worth in a debased silver currency, and afterwards the 
same guinea ^.exchanged for only twenty-one of those 
debased shillings. It is clear that some great change must 
have intervened in the state of the currency between these 
two different periods, of which Dr. Smith’s hypothesis 
offers no explanation.” ^ 

It appears to me, that the difficulty may be very simply 
solved, by referring this different state of the value of the 
guinea at the two periods mentioned, to the different 
qxianiities of debased silver currency in circulation. In 
King William’s reign gold was not a legal tender ; it passed 
only at a conventional value. All the large payments 
were probably made in silver, particularly as paper cur- 
rency, and the operations of hanking, were then little 
understood. The quantity of this debased silver money 
exceeded the quantity of silver money, which would have 
been maintained in circulation, if nothing but undebased 
money had been in use ; and, consequently, it was depre- 
ciated as well as debased. But in the succeeding period 
when gold was a legal tender, when Bank notes also were 

fact. The true view vras established by Sir Thomas Gresham, Cf. 
Locke, ‘‘Some Considerations, * etc,, as above, pp. 165, 166.] 

^ [Smith, ed, Buchanan, 1814:, voi. i., p. 64, note.] 
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used in effecting payments, tlie quantity of debased silver 
money did not exceed tlie quantity of silver coin fresh 
from the Mint, which would have circulated if there had 
been no debased sliver money ; hence, though the money 
was debased, it was not depreciated. Mr. Buchanan^ s 
explanation is somewhat different ; he thinks that a sub- 
sidiary cxHTency is not liable to depreciation, but that the 
main currency is. In King Williamiis reign silver was the 
main currency, and hence was liable to depreciation. In 
1774 ii was a subsidiary currency, and, therefore, main- 
tained Jits value. Depreciation, however, does not depend 
on a currency being the subsidiary or the main currency, it 
depends wholly on its being in excess of quantity/ 

^ It has lately been contended in parliament by Lord Lauder- 
dale, that, with the^ existing Mint regulation, tl^ Bank could not 
pay their notes in specie, because the relative value of the two 
metals is such, that it would be for the interest of all debtors to 
pay their debts with silver and not with gold coin, while the law 
gives a power to all the creditors of the Bank to demand gold 
in exchange for Bank notes. This gold, his Lordship thinks, 
could be profitably exported, and if so, he contends that the Bank, 
to keep a' supply, will be obliged to buy gold constantly at a pre- 
mium, and sell it at par. If every other debtor could pay in silver, 
Lord Lauderdale ■would be right ; but he cannot do so if his debt 
exceed 40^. [56 Geo. Ill, e. 68.] This, then, wmuld limit the 
amount of silver coin in circulation ; (if Government had not re- 
served to itself the power to stop the coinage of that metal when- 
ever they might think it expedient,) because if too much silver were 
coined, it wouM sink in relative value to gold, and no man would 
♦accept it in payment for a debt exceeding 40 shillings, unless a com- 
pensation were made for its lower value. To pay a debt of f 100, one 
hundred sovereigns, or Bank notes to the amount of £100 would 
be necessary, but £105 in silver coin might be required, if there 
were too much silver in circulation. There are, then, two checks 
against an excessive quantity of silver coin: first, the direct 
check which Government may at any time interpose to prevent 
more from being coined ; secondly, no motive of interest would 
lead any one to take silver to the Mint, if he might do so, for if 
it were coined, it would not pass current at its Mint, hut only at 
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To a moderate seignorage on tlie coinage of money 
there cannot be much objection, particulfirly on that cur- 
rency which is to effect the smaller payments. Money is 
generally enhanced in value to the full amount of the 
seignorage, and, therefore, it is a tax which in no way 
effects those who pay it, while the quantity of money is 
not in excess. It must, however, be remarked*, that in a 
country where a pa;^er currency is established, although 
the issuers of such paper should be liabl^ to pay it in specie 
on the demand of the holder, still, both their nofes and 
the coin might be depreciated to the full amount of the 
seignorage on that coin, which is alone the legal tender, 
before the check, which limits the circulation of paper, 
would operate. If the seignorage of gold coin were 5 per 
cent, for instance, the currency, by an ^abundant issue of 
Bank notes, might be really depreciated 5 per cent, before 
it would be the interest of the holders to demand coin for 
the purpose of melting it into bullion ; a depreciation to 
which we should never be exposed, if either there was 
no seignorage on the gold coin ; or, if a seignorage were 
allowed, the holders of Bank notes might demand bullion, 
and not coin, in exchange for them, at the Mint price of 
.£3 17s. 10|d. Unless, then, the Bank should be obliged 
to pay their notes in bullion or coin, at the will of the 
holder, the late law which allows a seignorage of 6 per 
cent., or four-pence per oz., on the silver coin, but which 
directs that gold shall be coined by the Minf without any 
charge whatever, is perhaps the most proper, as it wilF 
most effectually prevent any unnecessary variation of the 
currency. 

its market value. [See Protest by Lord Lauderdale, Hansara 
27 May, 1818.] 



CHAPTER XXVIII. ON THE COMPARATIVE 
VALUE OP GOLD, CORN, AND LABOUR, 
IN RICHLAND POOR COUNTRIES." 

§ 131 . 

** OLD and silver, like all other commodities,” says 
Adam Smith, “naturally seek the market where 
the best price is given for them; and the best price is 
commonly given f(Jr every thing in the coufftry which can 
best afford it. Labour, it must be remembered, is the 
ultimate price which is paid for every thing; and in 

^ [Tliis chapter consists of somewhat desultory criticisms on 
Smith. (Bk. i, c. xi., pt. hi.) Unfortunately Ricardo has not 
taken into ‘account the whole of the chapter, but has instead 
directed his criticism against certain isolated passages. SmithV 
aim is simple. He was examining into the different ratios in 
which necessaries and superfluities would exchange in various con- 
ditions of wealth. In the whole progress of improvement the value 
of the latter should continually rise when compared with the 
former, for the wants betokened by these will be satisfied with ever 
increasing ease.* Com he regards then as the chief necessary. 
To prove his point he enters on the investigation contained in the 
Digression concerning the variatmis in the value of silver. In this 
lie quotes statistics to show^ that during the years before the great 
silver discoveries the price of corn fell steadily ; that such would 
naturally take place, results, as he says, from the gradually in- 
creasing use of silver, both for purposes of circulation and orna- 
ment. Corn, that is, forms a diminishing part of the total value 
in the country. But he admits that in cities and countries, as 
Holland and Genoa, unable to produce their own food, there may 
be an apparent departure from this rule by reason of the cost of 
carriage, etc., which brings about a real dearness of corn* He did 
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countries where labour is equally well rewarded, the money 
price of labour will be in proportion to that of the sub- 
sistence of the labourer. But gold an(^ silver will naturally 
exchange for a greater quantity of subsistence in a rich 
than in a poor country ; in a country which abounds with 
subsistence, than in one which is but indifferently supplied 
with it.” ^ 

But com is a commodity, as well as gold, silver, and 
other things ; if all commodities, therefore, have a high 
exchangeable value in a rich country, corn must not be 
excepted;^ and hence we might correctly say, that corn 
exchanged for a great deal of money, because it was dear, 
and that money, too, exchanged for a great deal of corn, 
because that also was dear ; which is to assert that corn is 
dear and chenp at the same time. ^ IJfo point in political 
economy can be better established, than that a rich country 
is prevented from increasing in population, in the same 
ratio as a poor country, by the progressive difficulty of 
providing food. That difficulty must necessarily raise the 
relative price of food, and give encouragement^ to its im- 
^portation. How then can money, or gold and silver, ex- 
change for more corn in rich, than in poor countries ? It 
is only in rich countries, where corn is dear, that land- 
holders induce the legislature to prohibit the importation 

not however take into consideration the action of the law of 
diminishing return. 

This main argument, distinguishing as it does between the fe- 
lation of primary and secondary commodities, Ricardo pays no 
attention to. He attacks isolated sentences often through a mis- 
conception as to their meaning. He does not admit what is 
apparent throughout Smith’s argument, the definition of a rich 
country as a country in which subsistence is plentiful.] 

‘ [Bk. ii, c. xi, p. 80 a.] 

[This is a misinterpretation of Smith’s language. The every 
thing” and *‘it” refer to the particular commodity which the 
country can best afford, and must not he construed in a general 
sense.] 
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of com.i Wlio eyer heard of a law to prevent the impor- 
tation of raw produce in America or Poland ? — ITature has 
elfectuallj precludq^d its importation by the comparative 
facility of its production in those countries. 

How, then, can it he true, that if you except com, and 
such other vegetables, as are raised altogether by human 
industry, all other sorts of rude produce — cattle, poultry, 
game of all kinds, the useful fossils and minerals of the 
earth, etc., naturally grow dearer as the society advances.’^ ■ 
Why should corn and vegetables alone be excepted ? Hr. 
Smith’ s^rror throughout his whole work, lies in supposing 
that the value of corn is constant ; that though the value 
of all other things may, the value of corn never can be 
raised. Corn, according to him, is always of the same 
value because it ijrilJ always feed the same number of 
people.® In the same manner it might be said, that cloth 
is always of the same value, because it will always make 
the same number of coats. What can value have to do 
with the power of feeding and clothing ? 

§ 182 . Qom, like every other commodity, has in every 

^ [This criticism arises through a misconception of Smith’s mean- 
ing. Smith looks at money, or rather gold and silver, as super- 
fluities, and inquires whether such will exchange for a large share 
of subsistence in rich or poor countries.] 

[Bk. i, c. XL, p. 91 b. Cf. other passages in same chapter, as, 
e.y., p. 78 b : Corn, it has been said, being a sort of manufacture, 
was, in those rude ages, much dearer in proportion than the greater 
part of other commodities ; it is meant, I suppose, than the greater 
part of unmanufactured commodities, such as cattle, poultry, game 
of all kinds, etc.’'] 

® [Smith’s language is no doubt ambiguous. He regards these 
other food commodities as articles presented to the people, and 
hardly as the result of labour. They are, he says, therefore of very 
low value in early times, while corn is of very high value ; but as 
time goes on, and as they cannot he easily increased in quantity 
to meet the augmented demand, their value will rise. Therefore, 
he contends, that they are in a position different from that in which 
corn stands,] 
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coiintry its natural price, viz., tliat price wMeli is necessary 
to its production, and without which it could not he culti- 
vated : it is this price which governs its market price, and 
which determines the expediency of exporting it to foreign 
countries. If the importation of corn were prohibited in 
England, its natural price might rise to £6 per quarter in 
England, whilst it i>j^as only at half that price *m France. 
If at this time, the prohibition of importation were re- 
moved, com would fall in the English market, not to a 
price between <£6 and but ultimately and permanently 
to the natural price of France, the price at which* it could 
be furnished to the English market, and aifford the usual 
and ordinary profits of stock in France ; and it wotdd re- 
main at this price, whether England consumed a hundred 
thousand, ori>a million of quarters. ^If the demand of 
England were for the latter quantity, it is probable that, 
owing to the necessity under which France would be, of 
having recourse to land of a worse quality, to furnish this 
large supply, the natural pxuce would rise in France ; and 
this would of course affect also the price of corn in Eng- 
^land. All that I contend for is, that it is the natural price 
of commodities in the exporting country, which ultimately 
regulates the prices at which they shall be sold, if they 
are not the objects of monopoly, in the importing 
country. 

But Dr. Smith, who has so ably supported the doctrine 
of the natural price of commodities ultimately regulating 
their market price, has supposed a case in which he thinkt 
that the market price would not be regulated either by th€ 
natural price of the exporting or of the importing country. 
“Diminish the real opulence either of Holland, or the 
territory of Genoa,” he says, “ while the number of their 
inhabitants remains the same; diminish their power of 
themselves from distant countries, and the price 
of com, instead of sinking with that diminution in the 
quantity of their silver which must necessarily accompany 
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this declension, either as its cause or as its efect, will rise 
to the price of a famine.” ^ 

To me it appears, that the verj reverse would take 
place : the diminished power of the Dutch or G-enoese to 
purchase generally, might depress the price of com for a 
time below its natural price in the country from which it 
was exported, as well as in the countries in which it was 
imported; but it is quite impossibll that it could ever 
raise it above that price.® It is only by increasing the 
opulence of the Dutch or Genoese, that you could increase 
the deni^nd, and raise the price of com above its former 
price ; and that would take place only for a very limited time, 
unless new difficulties should arise in obtaining the supply. 

Dr. Smith further observes on this subject ; “ When we 
are in want of necessaries, we must part -v^ith all super- 
fluities, of which tSe Value, as it rises in times of opulence 
and prosperity, so it sinks in times of poverty and dis- 
tress.”' This is undoubtedly true; but he continues, *‘it 
is otherwise with necessaries. Their real price, the quantity 
of labour which they can purchase or command, rises in 
times of ‘poverty and distress, and sinks in times of 

^ [Bk. i, c. xi., p. 80 h.] 

® [The passage quoted from Adam Smith scarcely seems to bear 
the interpretation put upon it in this sentence. Smith was draw- 
ing attention to the particular condition of these two countries ; 
and wishing to show the difference between their condition and 
that of the ordiiftiry rich land, he said that darn, when iniported 
into those countries, would he more costly than in the countries 
from which it -was exported. But now, in order to illustrate Ms 
point that the price of corn would be higher in poor than in opulent 
countries, he tries to draw attention to : (a) the advantage enjoyed 
hy such countries through their wealth, which eimhlu them to im- 
port; (h) their terrible condition should they be forced to rely upon 
their home supplies. From this necessity &ey are saved owing to 
their opulence. 

Bicardo’s criticism therefore appears to be beside the mark. It 
is hardly necessary to say, that granted his interpretation, his 
criticism would be correct.] 
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opulence and prosperity, whicb. are always times of great 
abundance, for they could not otherwise be times of 
opulence and prosperity. Corn is a necessary, silver is 
only a superfluity.*’ ^ 

Two propositions are here advanced, which haTe no con- 
nexion with each other ; one, that under the circumstances 
supposed, corn would command more labour, 'vfhich is not 
disputed; the othef, that com would sell at a higher 
money price, that it would exchange f(jr more silver ; this 
I contend to be erroneous. It might be true, if corn were 
at the same time scarce— if the usual supply had #iot been 
furnished. But in this case it is abundant ; it is not pre- 
tended that a less quantity than usual is imported, or that 
more is required. To purchase corn, the Dutch or G-enoese 
want money, to obtain this mone^,^they are obliged to 
sell their superfluities. It is the market value and price 
of these superfluities which falls, and money appears to 
rise as compared with them. But this will not tend to 
increase the demand for corn, nor to lower the value of 
money, the only two causes which can raise the price of 
coTxx,^ Money, from a want of credit, and from other 

^ [Bk. i., c. xi.’, p. 80 b.] 

® [This criticism tends to illustrate the foregoing assertion (note, 
p. 361), that Ricardo failed to grasp the particular object of Adam 
Smith’s argument. Smith urged that in times of prosperity, super- 
fluities, among which he includes silver, the material of money, 
would he more in demand than in times of poverty. Now when a 
country is reduced from the former to the latter condition, the 
superfluities will fall in value compared to the necessaries. 
Measured hy labour- values, Ricardo admits the rise of the latter, 
especially of corn, therefore Adam Smith would have regarded his 
whole argument as admitted. This argument is clearly based on 
the two assumptions, that the only money is metallic money, and 
tliat the commodity use of silver stands in high proportion to its 
inonev nse. 

The former and more important of these assumptions is rightly 
controverted hy Ricardo in the following sentence, ‘‘ Money, from 
a want of credit,” etc,] 
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causes, may be in great demand, and consequently dear, 
comparatiyely witb corn ; but on no just principle can it be 
maintained, that under sucb circumstances money would 
be cheap, and therefore that the price of corn would rise. 

When we speak of the high or low value of gold, silver, 
or any other commodity in different countries, we should 
always mention some medium in which we are estimating 
them, or no idea can be attached to thf proposition. Thus, 
when gold is said to be dearer in England than in Spain, 
if no commodity is* mentioned, what notion does the asser- 
tion coi^vey P If com, olives, oil, wine, and wool, be at a 
cheaper price in Spain than in England; estimated in 
those commodities, gold is dearer in Spain. If, again, 
hardware, sugar, cloth, etc., be at a lower price in England 
than in Spain, then, estimated in those commodities, gold 
is dearer in England. * Thus gold appears dearer or cheaper 
in Spain, as the fancy of the observer may fix on the 
medium by which he estimates its value. Adam Smith, 
having stamped com and labour as an universal measure 
of value, would naturally estimate the comparative value 
of gold by the quantity of those two objects for which it 
would exchange : and, accordingly, when he speaks of th^ 
comparative value of gold in two countries, I understand 
him to mean its value estimated in com and labour. 

§ 133. But we have seen that, estimated in corn, gold 
may be of very different value in two countries. I have 
endeavoured to show that it will he low in rich countries, 
and high in poor countries ; Adam Smith is of a different 
opinion ; he thinks that the value of gold, estimated in 
corn, is highest in rich countries.^ But without further 

* [This difference of opinion arises from the different meanings 
attached to the words “rich” and “poor” by the two writers. 
Adam Smith means by “rich” a country “abounding in subsis- 
tence,” Ricardo, a country densely populated, in which each 
additional supply of food has to be raised by means of a dispropor- 
tionate expenditure of effort.] 
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examming wliicli of these opinions is correct, either of 
them is sufficient to show, that gold will not necessarily be 
lower in those countries which are in possession of the 
mines, though this is a proposition maintained by Adam 
Smith. Suppose England to be possessed of the mines, 
and Adam Smith’s opinion, that gold is of the greatest 
value in rich countries, to be correct : althougKgold would 
naturally flow fromcEngland to all other countries in ex- 
change for their goodst it would not follow that gold was 
necessarily lower in England, as comfJared with oorn and 
labour, than in those countries. In another place, how- 
ever, Adam Smith speaks of the precious met^s being 
necessarily lower in Spain and Portugal, than in other 
parts of Europe, because those countries happened to be 
almost the exclusive possessors of the mines which produce 
them. Poland, where the feudal system still continues 
to take place, is at this day as beggarly a country as it was 
before the discovery of America. The money j^rice of corn, 
however, has risen; the real value op the precious 
METALS HAS FALLEN in Poland, in the same manner as in 
other parts of Europe. Their quantity, therefore, must 
^have increased there as in other places, and nearly in the 
same proportion to the annual produce of the land and 
lahour. This increase of the quantity of those metals, 
however, has not, it seems, increased that annual produce ; 
has neither improved the manufactures and agriculture of 
the country, nor mended the circumstances of its inhabi- 
tants, Spain and Portugal, the countries which possess 
the mines, are, after Poland, perhaps, the two most 
beggarly countries in Europe. The value of the precious 
metals, however, must he lower in Spain and Portugal than 
in any other parts of Europe, loaded, not only with a 
freight and insurance, but with the expense of smuggling, 
their exportation being either prohibited, or subjected to a 
duty. In proportion to the annual produce of the land and 
labour^ therefore, their quantity must he greater in those 
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countries tlmn in any otlier part of Europe : tliose coun- 
tries, liowever, are poorer than tlie greater part of Europe. 
Thougli the feudal system has been abolished in Spain 
and Portugal, it has not been succeeded by a much 
better.” ^ 

Dr. Smith’s argument appears to me to be this : Grold, 
when estimated in com, is cheaper in Spain than in other 
countries, and the proof of this is, n%t that corn is giyen 
by other countries to Spain for gold, but that cloth, sugar, 
hardware, are by \hose countries given in exchange for 

that metal, 

• 

^ [Bk* i., c. xi., p. 101 h. The italics and capitals are Ricardo’s. 
He seems to think that Adam Smith believed that money could be 
of very different values in different countries in the same com- 
mercial system. Adam Smith, however, as previous notes have 
pointed out, was in* i^aiity investigating a fttally different 
question. 

In thp present passage he asserts little else than what is asserted 
in tile ordinary treatment of foreign exchange. An actual expor- 
tation of coin does not take place till specie point is reached.] 



CHAPTER XXIX.— TAXES PAID BY THE 
^PRODUCER. 


§ 134 

TV /T OXS. SAY greatly magnifies tlie inconveniences wMcli 
1 VX a, tax on a manufactured commodity is levied 

at an early, rather than at a late period of its manufac- 
ture/ The manufacturers, he observes, through whose 
hands the conjmodity may successivelyjpass, must employ 
greater funds in consequence of having to advance the tax, 
which is often attended with considerable difficulty to a 
manufacturer of very limited capital and credit. To this 
observation no objection can be made. 

Another inconvenience on which he dwells is, that in 
consequence of the advance of the tax, the profits on the 
advance also must be charged to the consumer, and that 
this additional tax is one from which the treasury derives 
no advantage. 

In this latter objection I cannot agree with M. Say. 
The State, we will suppose, wants to raise immediately 
^1,000 and levies it on a manufacturer, wtio will not, for 
a twelvemonth, be able to charge it to the consumer on his 
finished commodity. In consequence of such delay, he is 
obliged to charge for his commodity an additional price, 
not only of < 501 , 000 , the amount of the tax, but probably 
of <£1,100, <£100 being for interest on the £1,000 advanced. 
But in return for this additional £100 paid by the con- 
sumer, he has a real benefit, inasmuch as his payment 

^ Pol. Econ,,” 2nd edition, bk. iii., c. viii, vol. ii., p. 341.] 
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of the tax which Groveniment required immediately, and 
which he must finally pay, has been postponed for a year ; 
an opportunity, therefore, has been afforded to him of 
lending to the mantifacturer, who had occasion for it, the 
<£1,000 at 10 per cent., or at any other rate of interest 
which might he agreed upon. Eleven hundred pounds 
payable atT the end of one year, when money is at 10 per 
cent, interest, is of no more value thfn £1,000 to be paid 
immediately. If G-overnment delayed receiving the tax for 
one ye^r till the manufacture of the commodity was com- 
pleted, it would, perhaps, be obliged to issue an Exchequer 
bill bearing interest, and it would pay as much for interest 
as the consumer would save in price, excepting, indeed, 
that portion of the price which the manufacturer might be 
enabled, in consequence of the tax, to add to his own real 
gains. If for the interest of the Exchequer bill, Govern- 
ment would have paid 5 per cent., a tax of £50 is saved by 
not issuing it. If the manufacturer borrowed the addi- 
tional capital at 5 per cent., and charged the consumer 10 
per cent., he also will have gained 5 per cent, on his advance 
over and above his usual profits, so that the manufacturer 
and Government together gain, or save, precisely the suni 
which the consumer pays. 

§ 135. M. Simonde, in his excellent work, JDe la Eichesse 
Gommerciale, following the same line of argument as M. 
Say, has calculated ^ that a tax of 4,000 francs, paid origi- 
nally by a manflfacturer, whose profits were at the moderate 
rS/te of 10 per cent., would, if the commodity manufactured 
only passed through the hands of five different persons, be 
raised to the consumer to the sum of 6,734 francs. This 
calculation proceeds on the supposition, that he who first 
advanced the tax, would receive from the next manufac- 
turer 4,400 francs, and he again from the next, 4,840 
francs ; so that at each step 10 per cent, on its value would 


1 fVol. ii, pp. 43-6.] 
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be added to it. This is to suppose that the value of the 
tax would be accumulating at compound interest ; not at 
the rate of 10 per cent, per annum, but at an absolute rate 
of 10 per cent, at every step of its progl^ess This opinion 
of M. de Simonde would be correct, if five years elapsed 
between the first advance of the tax/and the sale of the 
taxed commodity to the consumer; but if one •'year only 
elapsed, a remuneration of 400 francs, instead of 2,734, 
would give a profit at the rate of 10 per cent, per annum,' 
to all who had contributed to the advance of the tax, 
whether the commodity had passed through the h^nds of 
five manufacturers or fifty. 



CHAPrSR XXX.— ON THE INFLUENCE OP 
DEMAND AND SUPPLY'ON PRICES. 


§ 136 . 

T T is ilie cost of production wMcli must ultimately regii- 
^ late the price of commodities, and not, as has been often 
said, the proportion between the supply and demand : the 
proportion between supply and demand may, indeed, for a 
time, atfect the n^ai^et value of a commq^ity, until it is 
supplied in greater or less abundance, according as the 
demand may have increased or diminished ; but this effect 
will be only of temporary duration. 

Diminish the cost of production of hats, and their price 
will ultimately fall to their new natural price, although 
the demand should be doubled, trebled, or quadrupled. 
Diminish the cost of subsistence of men, by diminishing 
the natural price of the food and clothing, by which life 
is sustained, and wages will ultimately fall, notwithstand- 
ing that the demand for labourers may very greatly 
increase. 

The opinion that the price of commodities depends solely 
on the proportion of supply to demand, or demand to 
supply, has become almost an axiom in political economy, 
and has been the source of much error in that science. It 
is this opinion which has made Mr. Buchanan maintain 
that wages are not influenced by a rise or fall in the price 
of provisions, but solely by the demand and supply of 
labour ; and that a tax on the wages of labour would not 
raise wages, because it would not alter the proijortion of 
the demand of labourers to the supply. 
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§ 137. The demand for a commodity cannot he said to 
increase, if no additional quantity of it be purchased or 
consumed ; and yet, under such circumstances, its money 
value may rise. Thus, if the value of money were to fall, 
the price of every commodity would rise, for each of the 
competitors would be willing to spend more money than 
before on its purchase ; but though its price rose 10 or 20 
per cent., if no more ^ere bought than before, it would not, 
I apprehend, be admissible to say, that tjje variation in the 
price of the commodity was caused by the increased demand 
for it. Its natural price, its money cost of production, 
would be really altered by the altered value of money; and 
without any increase of demand, the price of the commodity 
would be naturally adjusted to that new value. 

“We have spen,” says M. Say, “that -^he cost of produc- 
tion determines the lowest price to which things can fall : 
the price below which they cannot remain for any length 
of time, because production would then be either entirely 
stopped or diminished.” Yol. ii. p. 26.^ 

He afterwards says, that the demand for gold having 
increased in a still greater proportion than the supply, 
since the discovery of the mines, “ its price in goods, in- 
stead of falling in the proportion of ten to one, fell only in 
the proportion of four to one ; ” that is to say, instead of 
falling in proportion as its natural price had fallen, fell in 
proportion as the supply exceeded the demand .” ^ The 

^ [Bk. ii., c. iv.] 

® If, with the quantity of gold and silver wliich actually exists, 
these metals only served for the manufacture of utensils and orna- 
ments, they would be abundant, and would be much cheaper than 
they are at i>resent z in other words, in exchanging them for any 
other species of goods, we should be obliged to give proportionally 
a greater quantity of them. But as a large quantity of these 
metals is used for money, and as this portion is used for no other 
purpo^se, there remains less to be employed in furniture and jewel- 
lery ; now this scarcity adds to their value. — Nay, vol. ii., p. 316. 
Bee also note to p. 78. 
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value of every commodity rises always in a direct ratio to the 
demand, and in an inverse ratio to the sujpply,^^ 

The same opinion is expressed bj the Earl of Lauder- 
dale. 

‘‘With respect to the variations in value, of which every 
thing valuable is susceptible, if we could for a moment 
suppose tBat any substance possessed intrinsic and fixed 
value, so as to render an assumed qugftitity of it constantly, 
under all circumstances, of an equal value, then the degree 
of value of all things, ascertained by such a fixed standard, 
would v^ry according to the proportion betwixt the quantity 
of them, and the demand for them, and every commodity 
would, of course, be subject to a variation in its value, from 
four different circumstances : 

1. “It would be^ subject to an increase of jts value, from 
a diminution of its quantity. 

2. “To a diminution of its value, from an augmentation 
of its ‘quantity. 

3. “ It might suffer an augmentation in its value, from 
the circumstance of an increased demand. 

4. “Its value might be diminished by a failure of 
demand. 

“ As it will, however, clearly appear that no commodity 
can possess fixed and intrinsic value, so as to qualify it for 
a measure of the value of other commodities, mankind are 
induced to select, as a practical measure of value, that 
which apears the least liable to any of these four sources 
of variations, which are the sole causes of alteration of 
value. 

“When, in common language, therefore, we express the 
value of any commodity, it may vary at one period from 
what it is at another, in consequence of eight different 
contingencies : 

1. “ From the four circumstances above stated, in rela- 
tion to the commodity of which we mean to express the 
value. 
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[chap. XXX , 

2, “From the same four circumstances, in relation to the 
commodity we have adopted as a measure of value.’’ ^ 

§ 138. This is true of monopolized commodities, and 
indeed of the market price of all * other commodities 
for a limited period. If the demand for hats should be 
doubled, the price would immediately rise, but that rise 
would be only temporary, unless the cost of production 
of hats, or their nat-firal price, were raised. If the natural 
price of bread should fall 50 per cent^ from some great 
discovery in the science of agriculture, the demand would 
not greatly increase, for no man would desi»& more 
than would satisfy his wants, and as the demand would 
not increase, neither would the supply ; for a commodity 
is not supplied merely because it can be produced, but 
because there is a demand for it. Here, then, we have a 
case where the supply and demand liave scarcely varied, 
or if they have increased, they have inci'eased in the same 
propoi’tion ; and yet the price of bread will have fallen 50 
per cent., at a time, too, when the value of money had 
continued invariable.^ 

Commodities which are monopolized, either by an indi- 
vidual, or by a company, vary according to the law which 
Lord Lauderdale has laid down : they fall in proportion as 
the sellers augment their quantity, and rise in proportion 
to the eagerness of the buyers to purchase them ; their 
price has no necessary connexion with their natural value : 
but the prices of commodities, which are subject to com- 
petition, and whose quantity may be increased in any 
moderate degree, will ultimately depend, not on the state 
of demand and supply, but on the increased or diminished 
cost of their production. 

^ “ An Inquiry into the Nature and Origin of Public Wealth,^’ 
p. 13. 

“ [Somewhat unfortunately, Kicardo did not enter into the con- 
sideration of the connection existing between supply and cost of 
production.] 
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§ 139 . 

TX tlie present cliapter I sliall enter into some inquiry 
respicting the inflnence of machinery on the interests 
of the different classes of society, a subject of great im- 
portance, and one which appears never to have been 
investigated in a manner to lead to any certain or satis- 
factory results. li; i^s more incumbent on^me to declare 
my opinion*^ on this question, because they have, on further 
reflection, undergone a considerable change ; and although 
I am not aware that I have ever published anything 
respecting machinery which it is necessary for me to 
retract, yet I have in other ways given my support to 
doctrines which I now think erroneous; it, therefox'e^ 
becomes a duty in me to submit my present views to 
examination, with my reasons for entertaining them. 

Ever since I first turned my attention to questions of 
political economy, I have been of opinion, that such an 
application of machinery to any branch of production, as 
diould have the effect of saving labour, was a general 
good, accompanied only with that poi'tionof inconvenience 
which in most cases attends the removal of capital and 
labour from one employment to another. It appeared to 
me, that provided the landlords had the same money rents, 
they would be benefited by the reduction in the prices of 
some of the commodities on which those rents were 

^ [This chapter does not appear in either the first or the second 
edition,] ^ [Head “ opinions.”] 
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expended, and whicli reduction of price could not fail to 
be tbe consequence of the employment of macMnery. 
The capitalist, I thought, was eventually benefited pre- 
cisely in the same manner. He, indeed, who made the 
discovery of the machine, or who first usefully applied it, 
would enjoy an additional advantage, by making great 
profits for a time ; but, in proportion as the machine 
came into general use, the price of the commodity pro- 
duced, would, fi’om the ejffects of competition, sink to its 
cost of production, when the capitalist would get the 
same money profits as before, and he wouM only 
participate in the general advantage, as a consumer, by 
being enabled, with the same money revenue, to command 
an additional quantity of comforts and enjoyments. The 
class of laboi|rers also, I thought, ^as^ equally benefited 
by the use of machinery, as they would have the means of 
buying more commodities with the same money wages, 
and I thought that no reduction of wages would take 
place, because the capitalist would have the power of 
demanding and employing the same quantity of Jabour as 
jDefore, although he might be under the necessity of 
employing it in the production of a new, or at any rate 
of a difierent commodity. If, by improved machinery, 
with the employment of the same quantity of labour, the 
quantity of stockings could be quadrupled, and the 
demand for stockings were only doubled, |ome labourers 
would necessarily be discharged from the stocking tradq,; 
but as the capital which employed them was still in being, 
and as it was the interest of those who had it to employ it 
productively, it appeared to me that it would be employed 
on the production of some other Commodity, useful to the 
society, for which there could not fail to be a demand ; for 
I was, and am, deeply impressed with the truth of the 
observation of Adam Smith, that “ the desire for food is 
limited in every man, by the narrow capacity of the human 
stomach, but the desire of the conveniences, and ornaments 
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of building, dress, equipage, and liouseliold furniture, 
seems to have no limit or certain boundary.’’ As, then, 
it appeared to me that there would be the same demand 
for labour as before^ and that wages would be no lower, I 
thought that the labouring class would, equally with 
the other classes, participate in the advantage, from the 
general cheapness of commodities arising from the use 
of machinery. 

§ 140. These weje my opinions, and they continue un- 
altered, *as far as regards the landlord and the capitalist ; 
but I am convinced, that the substitution of machinery 
for human labour, is often very injurious to the interests 
of the class of labourers. 

My mistake arose fi'om the supposition, that whenever 
the net income of^ a^ society increased, its^gross income 
would also increase ; I now, however, see reason to be 
satisfied that the one fund, from which landlords and 
capitalists derive their revenue, may increase, while the 
other, that upon which the labouring class mainly depend, 
may diminish, and therefore it follows, if I am right, 
that the same cause which may increase the net revenue^ 
of the country, may at the same time render the 
population redundant, and deteriorate the condition of 
the labourer. 

A capitalist, we will suppose, employs a capital of the 
value of ^20,000, and that he carries on the joint business 
of a farmer, ancL a manufacturer of necessaries. We will 
further suppose, that <£7,000 of this capital is invested in 
fixed capital, viz., in buildings, implements, etc., etc., and 
that the remaining £13,000 is employed as circulating 
capital in the support of labour. Let us suppose, too, that 
profits are 10 per cent., and consequently that the capi- 
talist’s capital is every year put into its original state of 
efdciency, and yields a profit of £2,000. 

Each year the capitalist begins his operations, by having 
food and necessaiies in his possession of the value of 



880 


POLITICAL ECONOMY. [CHAP. XXXI. 

i813,000, all of whick he sells in the course of the year to 
his own workmen for that sum of money, and, during the 
same period, he pays them the like amount of money for 
wages : at the end of the year they replace in his posses- 
sion food and necessaries of the -value of <£15,000, <£2,000 
of whicli he consumes himself, or disposes of as may best 
suit his pleasure and gratification. As far as these pro- 
ducts are concernefi, the gross produce for that year is 
£15,000, and the net produce £2,000. ^ Suppose now, that 
the following year the capitalist employs half his men in 
constructing a machine, and the other half in producing 
food and necessaries as usual. During that year he would 
pay the sum of £13,000 in wages as usual, and would sell 
food and necessaries to the same amount to his workmen ; 
but what would be the ease the followjng year ? 

While the machine was being made, only one-half of 
the usual quantity of food and necessaries would be 
obtained, and they would be only one-half the value of 
the quantity which was produced before. The machine 
would be worth £7,500, and the food and necessaries 
£7,500, and, therefore, the capital of the capitalist would 
'"be as great as before; for he would have besides these 
two values, his fixed capital worth £7,000, making in the 
whole £20,000 capital, and £2,000 profit. After deduct- 
ing this latter sum for his own expenses, he would have a 
no greater circulating capital than £5,500 with which to 
carry on his subsequent operations; and, therefore, his 
means of employing labour would be reduced in the pro- 
portion of £13,000 to £5,500, and, consequently, all the 
labour which was before employed by £7,500, would 
become redundant. 

The reduced quantity of labour which the capitalist 
can employ, must, indeed, with the assistance of the 
machine, and after deductions for its repairs, produce a 
value equal to £7,500, it must replace the circulating 
capital with a profit of £2,000 on the whole capital ; but 
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if tills be done, if the net income be not diminislied, 
of wbat importance is it to tbe capitalist, wlietber tbe 
gross income be of tbe value of <£3,000, of £10,000, or of 
£15,000 ? 

In this case, then, altbongb tbe net produce will not be 
diminisbed in value, although its power of purchasing 
commodities may be greatly increased, tbe gross produce 
will have fallen from a value of £15,000 to a value of 
£7,500, and as tbe power of supporting a population, and 
employing labour, depends always on the gross produce of 
a nation^ and not on its net produce, there will necessarily 
be a diminution in tbe demand for labour, population will 
become redundant, and tbe situation of tbe labouring 
classes will be that of distress and poverty. 

§ 141. As, however, tbe power of saving from revenue 
to add to capital, inult depend on tbe efficiency of tbe net 
revenue, to satisfy tbe wants of tbe capitabst, it could not 
fail to follow from tbe reduction in the price of commo- 
dities consequent on tbe introduction of machinery, that 
with tbe same wants be would have increased means of 
saving, — increased facility of transferring revenue into 
capital. But with every increase of capital be woul<f 
employ more labourers ; and, therefore, a portion of the 
.people thrown out of work in tbe first instance, would be 
subsequently employed; and if tbe increased production, 
in consequence of the employment of tbe macMne, was so 
great as to aff<^d, in tbe shape of net produce, as great a 
quantity of food and necessaries as existed before in tbe 
form of gross produce, there would be tbe same abibty to 
employ tbe whole population, and, therefore, there would 
not necessarily be any redundancy of people. 

All I wish to prove, is, that tbe discovery and use* of 
machinery may be attended with a diminution of gross 
produce ; and whenever that is tbe case, it will be injurious 
to tbe labouring class, as some of their number will* be 
thrown out of employment, and population will become 
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redundant, compared with the funds which are to 
employ it. 

The case which I have supposed, is the most simple that 
I could select; but it would make Ho difference in the 
result, if we supposed that the machinery was applied to 
the trade of any manufacturer, — that of a clothier for 
example, or of a cotton manufacturer. If in the trade of 
a clothier, less clotl® would be produced after the intro- 
duction of machinery ; for a part of that quantity which 
is disposed of for the purpose of paying a large hody of 
workmen, would not be required by their employer. In 
consequence of using the machine, it would be necessary 
for him to reproduce a value, only equal to the value con- 
sumed, together with the profits on the whole capital. 
007,500 might do this as effectually as ^15,000 did before, 
the case differing in no respect from The former instance. 
It may be said, however, that the demand for cloth would 
be as great as before, and it may be asked from whence 
would this supply come ? But by whom would the cloth 
be demanded ? By the farmers and the other producers 
of necessaries, who employed their capitals in |)roducing 
these necessaries as a means of obtaining cloth : they gave 
corn and necessaries to the clothier for cloth, and he 
bestowed them on his workmen for the cloth which their 
work afforded him. 

This trade would now cease; the clothier would not 
want the food and clothing, having fewer men to employ 
and having less cloth to dispose of. The farmers and 
others, who only produced necessaries as means to an end, 
could no longer obtain cloth by such an application of 
their capitals, and, therefore, they would either them- 
selves employ their capitals in producing cloth, or would 
lend them to others, in order that the commodity really 
wanted might be furnished ; and that for which no one 
had the means of paying, or for which there was no 
demand, might cease to be produced. This, then, leads 
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us to tlie same result; tlie demand for labour would 
diminisli, and the commodities necessary to the sup- 
port of labour would not be produced in the same abun- 
dance. 

If these Tiews be correct, it follows, 1st. That the 
discovery, and useful application of machinery, always 
leads to tbte increase of the net produce of the country, 
although it may not, and will not, aft«r an inconsiderable 
interval, increase the value of that net produce. 

2dly.*That an increase of the net 2 >roduee of a country 
is com];)^tible with a diminution of the gross produce, 
and that the motives for employing machinery are always 
sufficient to insure its employment, if it will increase 
the net produce, although it may, frequently^ must, 
diminish both the quantity of the gross produce and its 
value. 

3dly. That the opinion entertained by the labouring 
class, that the employment of machinery is frequently 
detrimental to their interests, is not founded on prejudice 
and error, but is conformable to the correct principles of 
political economy. 

4thly. That if the improved means of production, M 
consequence of the use of machinery, should increase the 
net produce of a country in a degree so great as not to 
diminish the gross produce, (I mean always quantity of 
commodities and not value,) then the situation of all 
classes will be*improved. The landlord and capitalist will 
benefit, not by an increase of rent and profit, but by the 
advantages resulting from the expenditure of the same 
rent and profit, on commodities, very considerably reduced 
in value, while the situation of the labouring classes will 
also be considerably improved ; 1st, from the increased 

^ [This effect may, however, be ver^ brief. Senior denies that 
such results would be frequent.” Senior, “ Political Economy,” 
3rd ed., p. 164.] 
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demand for menial servants; 2dlj, from the stimnlns 
to savings from revenue, which such an abundant net 
produce will afford ; and 8dlj, from the low price of all 
articles of consumption on which Mieir wages will be 
expended. 

§ 142. Independently of the consideration of the dis- 
covery and use of machinery, to which our attention has 
been just directed,c the labouring class have no small 
interest in the manner in which the net income of the 
country is expended, although it should, in all (Jases, be 
expended for the gratification and enjoyments j:>f those 
who are fairly entitled to it. 

If a landlord, or a capitalist, expends his revenue in the 
manner of an ancient baron, in the support of a great 
number of retainers, or menial servants, he will give 
employment much more labour, than if he expended it 
on fine clothes, or costly furniture ; on carriages, on horses, 
or in the purchase of any other luxuries.^ 

In both cases the net revenue would be the same, and 
so would be the gross revenue, but the former would be 
realized in different commodities. If my revenue were 
0,000, the same quantity nearly of productive labour 
would be employed, whether I realized it in fine clothes 
and costly furniture, etc., etc., or in a quantity of food and 
clothing of the same value. If, however, I realized my 
revenue in the first set of commodities, no more labour 
would be conseqwently employed: — ^I shoflld enjoy my 
furniture and my clothes, and there would* be an end of 
them ; but if I realized my revenue in food and clothing, 
and my desire was to employ menial servants, all those 
whom I could so employ with my revenue of .£10,000, or 
with the food and clothing which it would purchase, would 
be to be added to the former demand for labourers, and 
this addition would take place only because I chose this 
mode of expending my revenue. As the labourers, then, 
^ [See end of chapter, Note.] 
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are interested in tlie demand for labour, they must 
naturally desire that as much of the revenue as possible 
should be diverted from expenditure on luxuries, to be 
expended in the support of menial servants. 

In the same manner, a country engaged in war, and 
which is under the necessity of maintaining large fleets 
and armids, employs a great many more men than will 
be employed when the war terminates, and the annual 
expenses which it brings with it, cease. 

If I were not cafled upon for a tax of ^€500 during the 
war, and which is expended on men in the situation of 
soldiers and sailors, I might probably expend that portion 
of my income on furniture, clothes, books, etc., etc., and 
whether it was expended in the one way or in the other, 
there would be the same quantity of labour employed in 
production ; for thPe ^ood and clothing of Hie soldier and 
sailor would require the same amount of industry to 
produce it as the more luxurious commodities ; but in the 
case of the war, there would be the additional demand for 
men as soldiers and sailors; and, consequently, a war 
which is supported out of the revenue, and not from the 
capital of a country, is favourable to the increase c€ 
population. 

At the termination of the war, when part of my revenue 
reverts to me, and is employed as before in the purchase 
of wine, furniture, or other luxuries, the population which 
it before supported, and which the war called into 
Gidstence, will become redundant, and by its effect on the 
rest of the population, and its competition with it for 
employment, will sink the value of wages, and very 
materially deteriorate the condition of the labouring 
classes. 

There is one other case that should be noticed of the 
possibility of an increase in the amount of the net revenue 
of a country, and even of its gross revenue, with a 
diminution of demand for labour, and that is, when the 
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labour of horses is substituted for that of man. If I em- 
ployed one hundred men on my farm, and if I found that 
the food bestowed on fifty of those men, could be diyerted 
to the support of horses, and afford me a greater return of 
raw produce, after allowing for the interest of the capital 
which the purchase of the horses would absorb, it would 
be advantageous to me to substitute the horses for the 
men, and I should accordingly do so ; but this would not 
be for the interest of the men, and unless the income I 
obtained, was so much increased as to enable me to employ 
the men as well as the horses, it is evident that the popu- 
lation would become redundant, and the labourers* condi- 
tion would sink in the general scale. It is evident he could 
not, under any circumstances, be employed in agriculture ; 
but if the produce of the land were increased by the sub- 
stitution of horses for men, he might be employed in 
manufactures, or as a menial servant. 

§ 143. The statements which I have made will .not, I 
hope, lead to the inference that machinery should not be 
encouraged. To elucidate the principle, I have been sup- 
posing, that improved machinery is suddenly discovered, 
and extensively used ; but the truth is, that these discoveries 
are gradual, and rather operate in determining the employ- 
ment of the capital which is saved and accumulated, than 
in diverting capital from its actual employment. 

With every increase of capital and population, food will 
generally rise, on account of its being m^e difficult to 
produce. The consequence of a rise of food will be^ 
rise of wages, and every rise of wages will have a tendency 
to determine the saved capital in a greater proportion than 
before to the employment of machinery. Machinery and 
labour are in constant competition, and the former can fre- 
quently not be employed until labour rises. 

In America and many other countries, where the food of 
man is easily provided, there is not nearly such great 
temptation to employ machinery as in England, where 
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food is Mgh, and costs mucli labour for its production. 
The same cause that raises labour, does not raise the value 
of machines, and, therefore, with every augmentation of 
capital, a greater •proportion of it is employed on ma- 
chinery. The demand for labour will continue to increase 
with an increase of capital, but not in proportion to 
its increase; the ratio will necessarily be a diminishing 
ratio.^ 

I have before observed, too, that the increase of net 
incomes, estimated in commodities, which is always the 
consequence of improved machinery, will lead to new 
savings* and accumulations. These savings, it must be 

^ “The demand for labour depends on the increasing of circu- 
lating, and not of fixed capital. Were it true that the proportion 
between these two sorts of capital is the same at all times, and in 
all countries, then, ifidfted, it follows that the nuftber of labourers 
employed is in proportion to the wealth of the State. But such a 
position has not the semblance of probability. As arts are culti- 
vated, and civilization is extended, fixed capital bears a larger and 
larger proportion to circulating capital. The amount of fixed 
capital employed in the production of a piece of British muslin is 
at least a hundred, probably a thousand times greater than that 
employed in the production of a similar piece of Indian musli®. 
And the proportion of circulating capital employed is a hundred or 
a thousand times less. It is easy to conceive that, under certain 
circumstances, the whole of the annual savings of an industrious 
people might be added to fixed capital, in which case they would 
have no effect in increasing the demand for labour.” 

Barton, “On^he Condition of the Labouring Classes of Society,” 
£age 16. 

[Full title : “ Observations on the Circumstances wdiicli influence 
the Condition of the Labouring Classes of Society,” by John Barton, 
1817]. 

It is not easy, I think, to conceive that under any circumstances, 
an increase of capital should not be followed by an increased 
demand for labour ; the most that can be said is, that the demand 
will be in a diminishing ratio. Mr. Barton, in the above publication, 
has, I think, taken a correct view of some of the effects of an 
increasing amount of fixed capital on the condition of the labouring 
classes. His Essay contains much valuable information. 
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remembered are annual, and must soon create a fund, 
much greater than the gross revenue, originally lost by the 
discovery of the machine, when the demand for labour will 
be as great as before, and the situatioti of the people will 
be still further improved by the increased savings which 
the increased net revenue will still enable them to make. 

The employmoAit of machinery could never be^ safely dis- 
couraged in a State, <^or if a capital is not allowed to get 
the greatest net revenue that the use of machinery will 
afford here, it will be carried abroad, and this mtist be a 
much more serious discouragement to the deiq^nd for 
labour, than the most extensive employment of machinery ; 
for, while a capital is employed in this countiy, it must 
create a demand for some labour; machinery cannot be 
worked mthout the assistance of men, it cannot be made 
but with the Contribution of their Ihbbur. By investing 
part of a capital in improved machinery, there will be a 
diminution in the progressive demand for labour ; by ex- 
porting it to another country, the demand will be wholly 
annihilated.^ 

The prices of commodities, too, are regulated by their 
d>st of production. By employing improved machinery, 
the cost of production of commodities is reduced, and, con- 
sequently, you can afford to sell them in foreign markets 
at a cheax^er price. If, however, you were to reject the 
use of machinery, while all other countries encouraged it, 
you would be obliged to export your mone?^, in exchange 
for foreign goods, till you sunk the natural prices of yofft 
goods to the prices of other countries. In making your 
exchanges with those countries, you might give a commo- 
dity which cost two days’ labour, here, for a commodity 
which cost one, abroad, and this disadvantageous exchange 

^ [The general effect of the use of machinery upon the condition 
of the working class has been a subject of much debate. The chief 
consequences of such a use are very impartially stated by Professor 
Kleinwachter Schonberg, Haudbuch, vol i., pp. 180 - 182 ]. 
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would be the consequence of your own act, for the commo- 
dity which you export, and which cost you two days’ 
labour, would haV|^ cost you only one if you had not 
rejected the use of machinery, the services of which your 
neighbours had more wisely appropriated to themselves. 

[Note. — *1116 statement on page 384 leads ns into the discnssion of 
a ditticnlt point. Ricardo was closely followed in his argument hy 
J. S. Mill (“ Principles of Political Economy,” hk. i, c. v., § 9), 
who enters on the di^ussion with the statement that “Demand for 
commodities is not demand for labour. ” 

That tj^iis, the final form which the statements of Ricardo and 
Mill took, needs much explanation admits of no doubt ; but even 
the language of Ricardo himself is open to criticism. Let us com- 
pare the “ancient baron” and the modern landlord or capitalist. 
The former, no doubt, lived surrounded by a retinue far larger than 
any which either of the latter would deem necessary. He had a 
large number of retainefs because he desired their^ervices. Among 
the services, they rendered him were those necessary for the creation 
of many articles of consumption which, at the present time, would 
be made by manufacturers, and sold to the consumer when made. 
If he desired furniture, this was made by his own caipenter ; fine 
clothes were often wrought inside the castle walls ; the smith, the 
farrier, both alike were among the retainers of the baron. If 
an aHicle were desired at Christmas, as we will suppose, he wouM 
turn his servants to its production, let us say, during the preceding 
summer. For some five or six months they would receive their 
food, etc., from him in order that at Christmas he might he posses- 
sed of the result of their labours. But now the caijitalist or 
landlord goes forth some day or two previous to that on which he 
requires the commodity, buys it, and has it sent home. Ricardo 
alleges that the baron is employing more labour than the modern 
purchaser. 

There are, of cotirse, great differences between the two. Roughly 
speaking, the baron is paying beforehand, the other not. They are 
thus in an entirely difibrent position as to the date at which they 
make their bargain. The baron does it in the summer, the modern 
consumer at Christmas, but both get the commodity at Clmstmas. 
If the capitalist— to bring the two instances into parallel- 
determined on his purchase the preceding summer, and put 
the sum to be expended into the bank, there would be no 
difference between the two, for in that case the purchase-money in 
both cases would be advanced, in the one case directly, in the other 
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indirectly, bnt just as certainly, tlirough the loan market. And in 
practice, whether the capitalist should definitely put aside Ms 
money or not, there can he little or no doubt that it would form 
I)art of the banking capital of the country, afid so stand in the posi- 
tion of a sum advanced to industry. The distinction which Ricardo 
endeavours to draw as to the varying advantages bestowed on the 
labouring class by a difference in the employment of^capital, or, 
more strictly speaking, of wealth, cannot be maintained. It would 
not be of greater benefiif'to this class if the owner of the wealth 
employed a number of menial servants, instead of employing a 
number of workmen in a factory to produce ^dme costly furniture 
which he required. Further, we may say it would not benefit the 
Ip.bouring class, if six months before he required the*same he 
should realize his investments, and produce it by the aid of his own 
SOI* van ts. 

The only advantage to be derived would accrue from the fact 
that the nature of the coming demand would be denoted at an 
earlier stage in t^e production. c 

The assumption made throughout the instance given by Ricardo 
is, that in the one case the purchaser would pay down his purchase- 
money in July, in the other keep it ummplo^jed till Christmas It 
is quite true that the labouring class will be benefited in the former 
instance as they could not be in the latter ; hut under existing cir- 
cumstances, even in the case of the capitalist consumer an equal 
benefit will be conferred, because the sum to be expended will not 
he allowed to remain unemployed. In other words, it may he said 
that it will supply the capital needed for the production of the 
commodities he is going to buy and consume. In each case the 
benefit received accrues from the six months’ abstinence from con- 
sumption, 

A precisely similar criticism may be passed on Mill’s treatment of 
the subject. To take one of his examples. A coifsunier has been 
buying velvet during one year, let us say 1880. He determines tS 
use that sum in the employment of labour in making bricks or 
digging a pond. Now Mill urges that in consequence of this deter- 
mination and new direction given to capital, there will be two lots 
of capital placed in the market to employ labour ; first, that which 
employed labour before ; secondly, that which was expended in the 
purchase of velvet. He does not, however, notice that as the latter 
is not given to industry till the end of the year, ?>., when the 
velvet is ready, only one of those capitals will be in the market 
at the beginning of 1881, this other only being released at the end. 
As 1 have said, it is conceivable under existing circumstances that 
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this other, being invested, will really be engaged all along in some 
prodtictive enterprise. At the end of 1881 it is released, and then, 
instead of being spent^ it, as well as the former, is used in the direct 
employment of labour^^rs to dig or make bricks. What benefits the 
labourer, then, is the abstinence which leads the capitalist con- 
sumer not to gratify his tastes at the end of 1881, as he has pre- 
viously done. 

Now we •see what meaning may be attached to the phrase 

Demand for commodities is not deman<^ for labour.” If a man 
paid bricklayers at the end of the year, as he does velvet makers, 
each wo\;Lld be equalljjf treated; and if the “ ancient baron ’’hired his 
retainers at a yearly salary, and did not pay them as they worked, 
he would not benefit labour any more than would the modern 
consumer. It is not their mode of employing their wealth that 
affects the labourers, but their abstinence from individual con- 
sumption. The sphere of employment for labour is enlarged, and 
the services of labour are more ardently competed for. Senior’s 
criticism of this pasga^e (^‘Pol. Econ,,” pp. 170-172) is not very 
Imppy.] 



CHAPTER XKXll.—MK MALTHUS^S 
OPINIONS ON RENT. 

§ 144 . 

A LTHOIJOH tlie nature of rent lias in ihe former 
pages this work been treated on at some length ; 
yet I consider myself bound to notice some opinions on the 
subject, which appear to me erroneous, and which are the 
more important^ as they are found in "^the writings of one, 
to whom, of all men of the present day, some branches of 
economical science are the most indebted. Of Mr. Mai- 
thus’s Essay on Population, I am happy in the oppor- 
tunity here afforded me of expressing my admiration- The 
assaults of the opponents of this great work have only 
sefved to prove his strength ; and I am persuaded that its 
just reputation will spread with the cultivation of that 
science of which it is so eminent an ox-nament. Mr. Mal- 
thus, too, has satisfactorily explained the principles of rent, 
and showed that it rises or falls in proportion to the rela- 
tive advantages, either of fertility or situation, of the 
different lands in cultivation, and has thereby thrown 
much light on many dif6.cult points connected with the 
■subject of rent, which were before either unknown, or very 
imperfectly understood; yet he appears to me to have 
fallen into some errors, which his authority makes it the 
more necessary, whilst his characteristic candour renders it 
less unpleasing to notice. One of these errors lies in 
supposing rent to be a clear gain and a new creation of 
riches. 
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I do not assent to all the opinions of Mr. Buchanan 
concerning rent ; but with those expressed in the following 
passage, quoted from his work by Mr. Malthus, I fully 
agree ; and, therefofe, I must dissent from Mr. Malthus’ s 
comment on them. 

“ In this view it (rent) can form no general addition to 
the stock (S the community, as the neat surplus in ques- 
tion is nothing more than a revenue #;ransferred from one 
class to another ; and from the mere circumstance of its 
thus ch§.nging hands, it is clear that no fund can arise, 
out of vjjiich to pay taxes. The revenue which pays for 
the produce of the land, exists already in the hands of 
those who purchase that produce ; and, if the price of 
subsistence were lower, it would still remain in their 
hands, where it would be just as available for taxation 
as when, by a higher* price, it is transferred? to the landed 
proprietor.” ^ 

After various observations on the diference between 
raw produce and manufactured commodities, Mr. Malthus 
asks, Is it possible then, with M. de Sismondi, to regard 
rent as the sole produce of labour, which has a value 
purely nominal, and the mere result of that augmentation 
of price which a seller obtains in consequence of a peculiar 
privilege; or, with Mr. Buchanan, to consider it as no 
addition to the national wealth, but merely a transfer of 
value, advantageous only to the landlords, and propor- 
tionably inju'Mous to the consumers ? ” ^ 

* I have already expressed my opinion on this subject in 
treating of rent, and have now only further to add, that 
rent is a creation of value, as I understand that word, but 
not a creation of wealth. If the price of com, from the 
dij0Blculty of producing any portion of it, should rise from 
^4 to o65 per quarter, a million of quarters will be of the 

* [Smith, ed. Buchanan, 1814, voL iii., p. 272, note ; cl, vol. iv., 
p. 134]. 

* An Inquiry into the Nature and Progress of Kent,” p. 15. 
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value of ^5,000,000 instead of ^4,000,000, and as this 
corn -will exchange not only for more money, but for more 
of every other commodity, the possessors -will have a 
greater amount of value; and as no oiue else will, in con- 
sequence, have a less, the society altogether. will be posses- 
sed of greater value, and in that sense rent is a creation of 
value. But this value is so far nominal, that it adds 
nothing to the wealtli, that is to say, the necessaries, con- 
veniences, and enjoyments of the society.' We should 
have precisely the same quantity, and no more, of commo- 
dities, and the same million quarters of corn as "before ; 
but the effect of its being rated at £5 per quarter, instead 
of =04, would be to transfer a portion of the value of the 
com and commodities from their former possessors to the 
landlords. Eent then is a creation pf, value, but not a 
creation of wealth ; it adds nothing to the resources of a 
country, it does not enable it to maintain fleets and amies; 
for the country would have a greater disposable fund if its 
land were of a better quahty, and it could employ the same 
capital without generating a rent. 

^It must then be admitted that Mr. Sismondi and Mr. 
Buchanan, for both their opinions are substantially the same, 
were correct, when they considered rent as a value purely 
nominal, and as forming no addition to the national wealth, 
but merely as a transfer of value, advantageous only to the 
landlords, and proportionably injurious to the consumer. 

§ 145. In another part of Mr. Malthus’s “Inquiry” he 
observes, “ that the immediate cause of rent is obviously 
the excess of price above the cost of production at which 
raw produce sells in the market ; ” and in another place ® 
he says, “ that the causes of the high price of raw produce 
may be stated to be three : — 


' fl® " Grounds of an Opinion on the Policy of restricting the 
Importation of Foreign Com,” p. 35, Malthus approximates more 
closely to the views of Ricardo.] 

“C“ Inquiry,” p. 2.] » [/W., p. 8.] 
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“ First, and mainly, that quality of the earth, by which 
it can be made to yield a greater portion of the necessaries 
of life than is required for the maintenance of the persons 
employed on the land. 

“2dly. That, quality peculiar to the necessaries of life, 
of being able to create their own demand, or to raise up a 
number of demanders in proportion to the quantity of 
necessaries produced. 

And 3dly. comparative scarcity of the most fertile 
land.’’ In speaking of the high price of corn, Mr. Malthus 
evidentlfT does not mean the price per quarter or per 
bushel, but rather the excess of price for which the whole 
produce will sell, above the cost of its production, inclu- 
ding always in the term “ cost of its production,” profits 
as well as wages. ^One hundred and fifty quarters of corn 
at 003 10s. per quarter, would yield a larger rent to the 
landlord than 100 quarters at <£4, provided the cost of 
production were in both cases the same. 

High price, if the expression be used in this sense, can- 
not then be called a cause of rent ; it cannot be said that 
the immediate cause of rent is obviously the excess of price 
above the cost of production, at which raw produce seifs 
in the market,” for that excess is itself rent. Rent, Mr. 
Malthus has defined to be that portion of the value of 
the whole produce which remains to the owner of the land, 
after all the outgoings belonging to its cultivation, of 
whatever kin<f, have been paid, including the profits of the 
capital employed, estimated according to the usual and 
ordinary rate of the profits of agricultural stock at the 
time being.” How whatever sum this excess may sell for, 
IS money rent ; it is what Mr. Malthus means by “ the ex- 
cess of price above the cost of production at which raw 
produce sells in the market j ” and, therefore, in an inquiry 
into the causes which may elevate the price of raw produce, 
compared with the cost of production, we are inquiring 
into the causes which may elevate rent. 
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§ 146. Ill reference to the first canse -wliicb. Mr. Malthns 
has assigned for the rise of rent, namely, “ that quality of 
the earth by -which it can be made to yield a greater por- 
tion of the necessaries of life than is required for the 
maintenance of the persons employed on ^ the land,’’ he 
makes the following observations: '‘We stiil want to know 
why the consumption and supply are such as to make the 
price so greatly excCed the cost of production, and the 
main cause is evidently the fertility of ^ the earth in pro- 
ducing the necessaries of life. Diminish this "" plenty, 
diminish the fertility of the soil, and the exeess will 
diminish ; diminish it still further, and it will disappear.” ’ 
True, the excess of necessaries will diminish and disappear, 
but that is not the question. The question is, whether the 
excess of their price above the cost of ^their production will 
diminish and disappear, for it is on this that money rent 
depends. Is Mr. Malthus warranted in his inference, that 
because the excess of <]fuantity will diminish and disappear, 
therefore “ the cause of the high price of the necessaries of 
life above the cost of production is to be found in their 
abundance, rather than in their scai'city ; and is not onl^ 
essentially diferent from the high price occasioned by 
artificial monopolies, but from the high price of those 
peculiar products of the earth, not connected with food, 
which may be called natural and necessary monopolies ? ^ 

Are there no circumstances under which the fertility of 
the land, and the plenty of its produce may Se diminished, 
without occasioning a diminished excess of its price abov€ 
the cost of production, that is to say, a diminished rent r 
If there are, Mr. Malthus’s proposition is much too univer- 
sal ; for he appears to me to state it as a general principle, 
true under all circumstances, that rent will rise with the 
increased fertility of the land, and will fall with its dimin- 
ished fertility. 


^ [“ Inquiry,” p. 13.] 
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Mr. Maltlms Tfoiild undoubtedly be right, if, of any 
given farm, in proportion as the land ^ yielded abundantly, 
a greater share of the whole produce were paid to the 
landlord ; but the contrary is the fact : when no other but 
the most fertile land is in cultivation, the landlord has the 
smallest proportion of the whole produce, as well as the 
smallest -v^lue, and it is only when inferior lands are 
required to feed an augmenting population, that both the 
landlord’s share of the whole produce, and the value he 
received, progressively increase. 

Suppose that the demand is for a million of quarters of 
corn, and that they are the produce of the land actually in 
cultivation. ISTow, suppose the fertility of all the land to 
be so diminished, that the very same lands will yield only 
900,000 quarters. The demand being for a million of 
quarters, the price of corn would rise, and^recourse must 
necessarily be had to land of an inferior quality sooner 
than if the superior land had coiftinued to produce a 
miUiorr of quarters. But it is this necessity of taking 
inferior land into cultivation which is the cause of the rise 
of rent, and will elevate it, although the quantity of corn 
received by the landlord be reduced in quantity. Eent, il 
must be remembered, is not in proportion to the absolute 
fertility of the land in cultivation, but in proportion to its 
relative fertility. Whatever cause may drive capital to 
inferior land, must elevate rent on the superior land ; the 
cause of rent Being, as stated by Mr. Malthus in his third 
proposition, * ** the comparative scarcity of the most fertile 
land.” The price of corn will naturally rise with the diffi- 
culty of producing the last portions of it, and the value of 
the whole quantity produced on a particular farm will be 
increased, although its quantity be diminished ; but as the 

* [Not the land of that farm only, but the whole land of the 

country. He argues that an increase in general 'fertility will not 
lead to an increase in the rent paid for any given farm. Compare, 
however, Appendix B.] 
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cost production will not increase on the more fei'tile 
land, as wages and profits taken together will continue 
always of the same value, ^ it is evident that the excess of 
price above the cost of production, or,dn other words, rent 
must rise with the diminished fertility of the land, unless 
it is counteracted by a great reduction of Capital, popula- 
tion, and demand. It does not appear tlienr, that Mr, 
Malthus’s propositiojj^ is correct : rent does not immediately 
and necessarily rise or fall with the increased or diminished 
fertility of the land ; but its increased^'fertility renders it 
capable of paying at some future time an augmented rent. 
Land possessed of very little fertility can never l)ear any 
rent ; land of moderate fertility may be made, as popula- 
tion increases, to bear a moderate rent ; and land of great 
fertility a high rent ; but it is one thing to be able to bear a 
high rent, and; another thing actually t6 pay it. Rent may 
be lower in a country where lands are exceedingly fertile than 
in a country where they yield a moderate return, ih being 
in proportion rather to relative than absolute fertility — 
to the value of the produce, and not to its abundance.'-^ 

Mr. Malthus supposes that the rent on land yielding 
those peculiar products of the earth which may be called 

^ See page 120 [pp. 97, 98], where I have endeavoured to show, that 
whatever facility or difficulty there may be in the production of 
corn ; wages and profits together will be of the same value, 'When 
wages rise, it is always at the expense of profits, and when they 
fall, profits always rise. 

® Mr. Malthus has observed in a late piiblication, that I haxe 
misunderstood him in this passage, as he did not mean to say, that 
rent immediately and necessarily rises and falls with the increased 
or diminished fertility of the land. If so, I certainly did mis- 
understand him. Mr. Malthns’s words are, “Diminish fchis plenty, 
diminish the fertility of the soil, and the excess (rent) -will diminish; 
diminish it still further, and it will disappear.” Inquiry,” etc., 
p. 13. ] Mr. Malthus does not state his proposition conditionally, 
but absolutely. I contended against what I understood him to 
maintain, that a diminution of the fertility of the soil was incom- 
patible with an increase of rent. 
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natural and necessary monopolies, is regulated by a prin- 
ciple essentially different from that wbicb regulates tlie 
rent of land that yields the necessaries of life. He thinks 
that it is the scarcity of the products of the first wMcb is 
the cause of a high rent, but that it is the abundance of 
the latter which produces the same effect. 

This distinction does not appear to me to be well founded ; 
for you would as surely raise the :jpnt of land yielding 
scarce wines, as the rent of corn land, by increasing the 
abundance of its produce, if, at the same time, the demand 
for this pecuhar commodity increased; and without a 
similar mcrease of demand, an abundant supply of corn 
would lower instead of raise the rent of com land. What- 
ever the nature of the land may be, high rent must depend 
on the high price of the produce ; but, given the high price^ 
rent must be high* in proportion to abund^ce and not to 
scarcity. 

We are under no necessity of producing permanently 
any greater quantity of a commodity than that which is 
demanded. If by accident any greater quantity were pro- 
duced, itwrould fall below its natural price, and therefore 
would not pay the cost of production, including in that 
cost the usual and ordinary profits of stock: thus the 
supply would be checked till it conformed to the demand, 
and the market price rose to the natural price. 

Mr. Malthus appears to me to be too much inclined to 
think that ptpulation is only increased hy the previous 
|!®'ovision of food, — “ that it is food that creates its own 
demand,”^ — that it is by first providing food, that en- 
couragement is given to marriage, instead of considering 
that the general progress of population is affected by the 
increase of capital, the consequent demand for labour, and 
the rise of wages ; and that the production of food is but 
the effect of that demand. 


^ [See above, p. 395.1 
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It is by giving tlie workmen more money, or any other 
commodity in which wages are paid, and which has not 
fallen in value, that his situation is improved. The in- 
crease of popnlation, and the increase of food, will generally 
be the e:ffect, but not the necessary effect of high wages. The 
amended condition of the labourer, in consequence of the 
increased value which is paid him, does not mecessarily 
oblige him to marry ^and take upon himself the charge of 
a family — he will, in all probability, employ a portion of 
his increased wages in furnishing him seif abundantly with 
food and necessaries, — ^but with the remainder he may, if 
it please him, purchase any commodities that may ’Con- 
tribute to his enjoyments — chairs, tables, and hardware, 
or better clothes, sugar, and tobacco. His increased wages 
then will be attended with no other effect than an increased 
demand for soine of those commodities 1 and as the race of 
labourers will not be materially increased, his wages will 
continue pei'manently^high. But although this might be 
the consequence of high wages, yet so great are the delights 
of domestic society, that in practice it is invariably found 
that an increase of population follows the amended con- 
dition of the labourer ; and it is only because it does so, that* 
with the trifling exception already mentioned, a new and 
increased demand arises for food. This demand then is the 
effect of an increase of capital and population, but not the 
cause — it is only because the expenditure of the people takes 
this direction, that the market price of necessaries exceeds 
the natural price, and that the quantity of food required 4s 
inoduced j and it is because the number of people is in- 
creased, that wages again fall. 

What motive can a farmer have to produce more com 
than is actually demanded, when the consequence would 
be a depression of its market price below its natural price, 
and consequently a privation to him of a portion of his 
profits, by reducing them below the general rate ? “ If,*’ 
says Mr. Malthus, the necessaries of life, the most impor- 
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tant products of land, liad not the property of creating an 
increase of demand proportioned to tlieir increased quantity, 
such increased quantity would occasion a fall in their ex- 
changeable value.* • However abundant might be the pro- 
duce of the country, its population might remain stationary; 
and this abundance without a proportionate demand, and 
with a very high corn price of labour, which would natur- 
ally take place under these circumstaiiees, might reduce the 
price of raw produce, like tife price of manufactures, to the 
cost of y)roduction?’ ^ 

MighJ reduce the price of raw produce to the cost of 
production. Is it ever for any length of time either above 
or below this price ? Does not Mr. Malthus himself state 
it never to be so ? “I hope,’’ he says, “ to be excused for 
dwelling a little, and presenting to the reader, in various 
forms, the doctrine, fhat corn, in reference #o the quantity 
actually produced, is sold at its necessary price, like manu- 
factures, because I consider it as a tPuth of the highest im- 
portance, which has been overlooked by the economists, by 
Adam Smith, and all those writers, who have represented 
raw produce as selling always at a monopoly price.” ^ 

Every extensive country may thus be considered 
possessing a gradation of machines for the production of 
com and raw materials, including in this gradation not 
only all the various qualities of poor land, of which every 
territory has generally an abundance, but the inferior 
machinery whtch may be said to be employed wlien good 
l&d is further and further forced for additional produce. 
As the price of raw produce continues to rise, these in- 
ferior machines are successively called into action ; and as 

^ Of what increased quantity does Mr. Maltlms speak ? Who 
is to produce it ? Who can have any motive to produce it, before 
any demand exists for an additional quantity ? 

^ [“An Inquiry into the Nature and Progress of Bent,” 1815 
pp. 9, 10.] 

^ [“ Inquiry,” p. 39.] 

DO 
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the price of raw produce continues to fall, they are succes- 
sively thrown out of action. The illustration here used, 
serves to show, at once, the necessity of the actual price of 
corn to the actual produce, and the different e:ffect which 
would attend a great reduction in the price of any parti- 
cular manufacture, and a great reduction *in the price of 
raw produce.” ^ 

How are those passages to be reconciled to that which 
affirms, that if the necessaries*' of life had not the property 
of creating an increase of demand proportioned to their in- 
creased quantity, the abundant quantity produced would 
then, and then only, reduce the price of raw produce to the 
cost of production? If corn is never under its natural 
price, it is never more abundant than the actual popula- 
tion require it to be for their own consumption ; no store 
can be laid ujrf or the consumption of cithers ; it can never 
then by its cheapness and abundance be a stimulus to 
population. In proportion as corn can be produced cheaply, 
the increased wages of the labourers will have more power 

^ “ Inquiry,” etc. In all progressive countries, the average price 
of corn is never higher than what is necessary to continue the 
average increase of produce.” “ Observations on the Effects of the 
Corn Laws,” 1815, p. 21. 

‘‘In the employment of fresh capital upon the land, to provide 
for the wants of an increasing population, whether this fresh capi- 
tal is employed in bringing more land under the plough, or improv- 
ing land already in cultivation, the main question always depends 
upon the expected returns of this capital ; and no»part of the gross 
profits can be diminished, without diminishing the motive to this 
mode of emplojdng it. Every diminution of price, not fully and 
immediately balanced by a proportionate fall in all the necessary 
expenses of a farm, every tax on the land, every tax on farming 
stock, every tax on the necessaries of farmers, will tell in the com- 
putation ; and if after all these outgoings are allowed for, the price 
of the produce will not leave a fair remuneration for the capital 
employed, according to the general rate of profits, and a rent at 
least equal to the rent of the land in its former state, no sufficient 
motive can exist to undertake the projected improvement.” “ Ob- 
servations,” p. 22. [“Inquiry,” p. 38, 39.] 
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to maintain families. In America, population increases 
rapidly, because food can be produced at a cheap price, and 
not because an abundant supiDlj has been previously pro- 
vided. In Europe population increases comparatively 
slowly, because food cannot be produced at a cheap value. 
In the usual and ordinary course of things, the demand for 
all comnfodities precedes their supply. By saying, that 
corn would, like manufactures, sinkgto its price of produc- 
tion, if it could not raise up demanders, Mr. Maltlius can- 
not ni^an that al?rent would he absorbed; for he has him- 
self ju|tly remarked, that if all rent were given up by the 
landlords, corn would not fall in price; rent being the, 
effect, and not the cause of high price, and there being 
always one quality of land in cultivation which pays no 
rent whatever, the corn from which replaces by its price, 
only wages and profits. ♦ 

In the following passage, Mr. Malthus has given an able 
exposition of the causes of the rise^n the price of raw pro- 
duce in rich and progressive countries, in every word of 
which I concur ; but it appears to me to be at variance with 
some of *the propositions maintained by him in his Essay 
on Eent. I have no hesitation in stating, that, indep^- 
dently of the irregulaxities in the currency of a country, 
and other temporary and accidental circumstances, the 
cause of the high comparative money price of corn is its 
high comparative real price, or the greater quantity of 
capital and Mbour which must be employed to produce it ; 
%>ndL that the reasons why the real price of corn is liighei*, 
and continually rising in countries which are already rich, 
and still advancing in prosperity and population, is to he 
found in the necessity of resorting constantly to jooorer 
land, to machines which require a greater expenditure to 
work them, and which consequently occasion each fresh 
addition to the raw produce of the country to be purchased 
at a greater cost; in short, it is to be found in the impor- 
tant truth, that corn in a progressive country, is sold at a 
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price necessaiy to yield the actual supply ; and that, as 
this supply becomes more and more difScult, the price rises 
in proportion.” ^ 

ihe real price of a commodity is herS properly stated to 
depend on the greater or less quantity of lal>our and capi- 
tal (that is, accumulated labour) which must be employed 
to produce it. Eeal price does not, as - some have con- 
tended, depend on money value ; nor, as others have said, 
on value relatively to corn, labour, oi; any other com- 
modity tahen singly, or to all commodities collectively; 
but, as Mr. Malthu’S justly says, on the gTeater ^r less) 
quantity of capital and labour which must be employed to 
produce it.” 

§ 147. Among the causes of the rise of rent, Mr. Mah 
thus mentions, “ such an increase of j)opulation as will 
lower the wa^fes of labour.” But df, as the wages of 
labour fall, the profits of stock rise, and they be together 
always of the same vahie,^ no fall of wages can raise rent, 
for it will neither diminish the portion, nor the value of 
the portion of the produce which will be allotted to the 
farmer and labourer together; and, therefore, will not 
l&ve a larger portion, nor a larger value for the landlord. 
In proportion as less is appropriated for wages, more will 
be appropriated for profits, and vice versa. This division 
will be settled by the farmer and his labourers, without 
any interference of the l^idlord; and, indeed, it is a 
matter in which he can have no interest, otherwise than as 
one division may be more favourable than another, to new 
accumulations, and to a farther demand for land. If 
wages fell, profits, and not rent, would rise. If wages 
rose, profits, and not rent, would fall. The rise of rent 
and wages, and the fall of profits, are generally the in- 
evitable efiects of the same cause— the increasing demand 

^ [“Inquiry,” etc., pp. 40, 41.] 

® [In Third Edition was printed “has.”] 

® [§ 42.] pp. 89, 90, 
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for food, tile increased quantity of labour required to pro- 
duce it, and its consequently high price. If the landlord 
were to forego his yhole rent, the labourers would not be 
in the least benefited. If it wei'e possible for the labourers 
to give up their whole wages, the landlords would derive 
no advantg^ge from such a circumstance ; hut in both cases 
the farmer would receive and retain^ all which they relin- 
quish. It has been my endeavour to show in this worli, 
that a /all of wages would have no other effect than to 
raise profits. Every rise of profits is favourable to the 
accumufation of capital, and to the further increase of 
population, and therefore would, in all probability, ulti- 
mately lead to an increase of rent. 

§ 148. Another cause of the rise of rent, according to 
Mr. Malthus, is “ «rujh agricultural improvements, or such 
increase of exertions, as will diminish the number of 
labourers necessary to produce a gpven effect.” To this 
passage I have the same objection that I had against that 
which speaks of the increased fertility of land being the 
cause of an immediate rise of rent.^ Both the improve- 
ment in agriculture, and the 'superior fertility will give io 
the land a capability of bearing at some future i}eriod a 
higher rent, because with the same price of food there will 
be a great additional quantity; but till the increase of 
population be in the same proportion, the additional quan- 
tity of food 'vipuld not be required, and, therefore, rents 
^uld be lowered and not raised. The quantity that could 
under the then existing circumstances be consumed, could 
be furnished either with fewer hands, or with a less quan- 
tity of land, the price of raw produce would fall, and capi- 
tal would be withdrawn from the land.^ Nothing can 
raise rent, but a demand for new land of an inferior quality, 
or some cause which shall occasion an alteration in the re- 

^ [§ 31 and Appendix B.] 

^ See pp, 59, 60. 
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lative fertility of tlie land already under cultivation.^ 
Improvements in agriculture, and in tlie division of labour, 
are common to all land ; they increase ^tbe absolute quan- 
tity of raw produce obtained from each, but probably do 
not much disturb the relative proportions*' which before 
existed between them.^ 

§ 149. Mr. Malthus has justly commented on the error 
of Dr. Smith’s argument, that corn is of' so peculiar a 
nature, that its production cannot be a^?.couraged the 
same means that the 2 >roduction of all other commodities 
is encouraged. He observes, ‘‘ It is by no means intended 
to deny the powerful influence of the price of corn upon 

e price of labour, on an average of a considerable num- 
ber of years ; but that this influence is not such as to 

^ It is not necessary to state, on every Occasion, but it must be 
always understood, that the same results will follow, as far as re- 
gards the price of raw jn^pduce and the rise of rents, whetJier an 
additional capital of a given amount, he employed on new land, for 
which no rent is paid, or on land, already in cultivation, if the pro- 
duce obtained from both be precisely the same in quantity. Se? 
p, 49. 

<"M. Say, in his notes to the 'French translation of this works 
[Notes to c. ii. of French translation of liicardo, 1819,] has 
endeavoured to show that there is not at any time land in cultiva- 
tion which does not pay a rent, aiv^ having satished himself on this 
point, he concludes that he has overturned all the conclusions 
which result from that doctrine. He infers, for example, that I 
am not correct in saying that taxes on corn, and otl>»er raw produce, 
by elevating their price, fall on the consumer, and do not fall q^i 
rent. He contends that such taxes must fall on rent. But before 
Ivl, Say can establish the correctness of this inference, he must 
also show that there is not any capital employed on the land for 
which no rent is paid (see the beginning of this note, and pages 44 
aind 51, 52 of the present work) ; now this he has not attempted to 
do. In no part of Ms notes has he refuted, or even noticed that 
important doctrine. By his note to page 182 of the second volume 
of the French edition, he does not appear to be aware that it has 
even been advanced. [P. 53 seems to have been a wrong reference. 
In present edition consult §§ 26, 27.] 

[For bearing of this last remark see Appendix B,] 
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prevent tlie movement of capital to, or from the land, 
which is the precise point in question, will he made suffi- 
ciently evident, by a short inquiry into the manner in 
which labour is pjlid, and brought into the market, and 
by a considerg-tion of the consequences to which the as- 
sumption of Adam Smith’s proposition would inevitably 
lead.” ^ • 

Mr. Malthus then proceeds to sh§w, that demand and 
high price will as efectuall^^ encourage the production of 
raw produce, as the demand and high price of any other 
commodity will encourage its production. In this view it 
will be seen, from what I have said of the eJ^ects of 
bounties, that I entirely concur.^ I have noticed the 
passage from Mr. Malthus’s “ Observations on the Corn 
Laws,” for the purpose of showing in what a different 
sense the term real* price is used here, and in his other 
pam]3hlet, entitled “ Grounds of an Opinion,” etc. In this 
passage Mr. Malthus tells us, that *^it is clearly an increase 
of real price alone which can encourage the production of 
corn,” ® and, by real price, he evidently means the increase 
in its value relatively to all other things; or, in other 
words, the rise in its market above its natural price, or idie 
cost of its production. If by real price this is what is 


' “Observations on the Corn Laws,” p. 4 [really 5]- 

" [§ 107.] 

® [This is n%t quite correct. The whole passage in Malthus 

‘ Observations,” etc., pp. 4, 5) runs as follows : 

“ We must begin, therefore, by an inquiry into the truth of Adam 
Smith’s argument,” etc. 

The substance of his argument is, that com is of so peculiar a 
nature, that its real price cannot be raised by an increase of its 
money price ; and that, as it is clearly an increase of real price 
alone, which can encourage its production. 

Malthus is summarizing Smith’s argument. It may, however, 
he added that so far as “ real price ” is concerned, Kicardo’s inter- 
pretation would apply to Maltlius. Cf. use of the expression by him 
in other passages,^ “ Observations,” etc., pp. S, 21, etc.] 
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meant, altliougli I do not admit the propriety of thus 
naming it, Mr. Malthns’s opinion is nndoiibtedly correct; 
it is the rise in the market price of corn which alone en- 
courages its production ; for it may he Ikid down as a prin- 
ciple uniformly true, that the only great encouragement to 
the increased production of a commodity, is its market 
value exceeding its natural or necessary value. 

But this is not the meaning which Mr. Malthus, on 
other occasions, attaches to the term, rjpl price. ^In the 
Essay on Bent, Mr. Malthns says, by “ the real growing 
price of corn, I nfean the real quantity of labcrur and 
capital, which has been employed to produce the last addi- 
tions which have been made to the national produce.” In 
another part he states “ the cause of the high comparative 
real price of corn to he the greater quantity of capital and 
labour, which rfast be employed to produce it.” ^ Suppose 
that in the foregoing passage we were to substitute^ this 
definition of real price, would it not then run thus? — ‘‘ It 
is clearly the increase in the quantity of labour and capital 
which must be employed to produce corn, which alone can 
encourage its production.” This would he to say, that it 
is Nearly the rise in the natural or necessary price of corn, 
which encourages its production — a proposition which 
could not be maintained. It is not the price at which corn 
can be produced, that has any influence on the quantity 
produced, but the price at which it can he sold. It is in 
proportion to the degree of the difference of its price above,., 
or below the cost of production, that capital is attracted to, 
or repelled from the land. If that excess be such as to 

^ Upon slioAving this passage to Mr. Malthns, at the time when 
these papers were going to the press, he observed, “ that in these 
two instances he had inadvertently used the term real pricey instead 
of cost of production. It will be seen, from what I have already 
said, that to me it appears, that in these two instances he has used 
the term real price in its true and jnst aceex)tation, and that in the 
former case only it is incorrectly applied. 
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give to capital so employed, a greater than the general 
profit of stock, capital will go to the land; if less, it will 
be withdrawn from it. 

It is not, then, by an alteration in the real price of corn 
that its production is encouraged, but by an alteration in 
its market price.' It is not “ because a greater quantity of 
capital anS labour must be employed to produce it, (Mr. 
Malthus’s just definition of real prke,) that more capital 
and labour are attracted to the land, but because the 
market*price rises*above this its real price, and, notwith- 
standing the increased charge, makes>the cultivation of 
land the more profitable employment of capital.’* 

§ 150. jSfothing can be more just than the following ob- 
servations of Mr. Malthus, on Adam Smith’s standard of 
value. “ Adam Smith was evidently led into this train of 
argument, from fiis* habit of considering labour as the 
standard measure of value, and corn as the measure of 
labour. But that corn is a very inaccurate measure of 
labour, the history of our own country will amply demon- 
strate ; where labour, compared with com, will be found to 
have experienced very great and striking variations, not only 
from year to year, but from century to century ; and for teti, 
twenty, and thirty years together. And that neither lalotir 
nor any other commodity can he an accurate measure of real 
value in exchange, is now considered as one of the most 
incontrovertible doctrines of political economy ; and, indeed, 
follows from the very definition of value in exchange.” ^ 

If neither corn nor labour arc accurate measures of real 
value in exchange, which they clearly are not, what other 
commodity is P-^certainly none. If, then, the expression, 
real price of commodities, have any meaning, it must be 
that which Mr. Malthus has stated in the Essay on Eent 
— it must be measured by the proportionate quantity of 
capital and labour necessary to produce them. 

* [‘‘Observations” etc., p. 12.] 
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In Mr. Maltliiis’s Inquiry into the Nature of Eent,’* 
lie says, that, independently of irregularities in the cur- 
rency of a country, and other temporary and accidental 
circumstances, the cause of the high comparative money 
price of com, is its high comparative rea| price, or the 
greater quantity of caj^ital and labour which must he em- 
ployed to produce itJ^ ^ 

This, I apprehend, the correct account of all perma- 
nent variations in price, whether of coni or of any other 
commodity. A commodity can only permanently '"rise in 
price, either becah^e a greater quantity of capijtal and 
labour must be employed to produce it, or because money 
has fallen in value ; and, on the contrary, it can only fall 
in price, either because a less quantity of capital and 
labour may be employed to produce yt^ or because money 
has risen in vafue. 

A variation arising from the latter of these alternatives, 
an altered value of money, is common at once to all" com- 
modities ; but a variation arising from the former cause, is 
confined to the particular commodity requiring more or 
le^ss labour in its production. By allowing the free impor- 
tation of corn, or by improvements in agriculture, raw' 
produce would fall ; but the price of no other commodity 
would be affected, except in proportion to the fall in the 
real value, or cost of production, of the raw produce, which 
entered into its composition. 

Mr. Malthus, having achnowledged this principle, can- 
not, I think, consistently maintain that the whole money 
value of all the commodities in the country must sink 
exactly in proportion to the fall in the price of corn. If 
the corn consumed in the country were of the value of ten 
millions per annum, and the manufactured and foreign 
commodities consumed were of the value of twenty millions, 
making altogether thirty millions, it would not be admis- 


’ Page 40, 
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sible to infer tliat tlie annual expenditure was reduced to 
15 millions, because corn bad fallen 50 per cent., or from 
10 to 5 millions. 

Tlie value of the raw produce which entered into the 
composition of»these manufactures might not, for example, 
exceed 20 jper cent, of their whole value, and, therefore, the 
fall in the value of manufactured commodities, instead of 
being from 20 to 10 millions, would Be only from 20 to 18 
millions ; and aft^r the fall in the price of corn of 50 per 
cent., the whole amount of the annual expenditure, instead 
of fallii^pg from 30 to 15 millions, would fall from 30 to 23 
millions.^ 

This, I say, would be their value, if you supposed it pos- 
sible, that with such a cheap price of corn, no more corn 
and commodities would be consumed ; but as all those who 
had employed capital in the production of corn on those 
lands^ which would no longer be cultivated, could employ 
it in the production of manufactured goods ; and only a 
part of those manufactured goods would be given in ex- 
change for foreign corn, as on any other supposition no 
advantage would be gained by importation, and low piices; 
we should have the additional value of all that quantity of 
manufactured goods which were so produced, and not ex- 
ported to add to the above value, so that the real diminu- 
tion, even in money value, of all the commodities in the 
eounti'y, corn included, wouid.be equal only to the loss 
(jf the landlords, by the reduction of their rents, while 
the quantity of objects of enjoyment would be greatly 
incroas^'d. 

§ 151. Instead of thus considering the effect of a fall in 

’ Manufactures, indeed, could not fall in any such proportion, 
because, under the circumstances su})posed, there would be a new 
distribution of tlie precious metals among the different countries. 
Our cheap commodities would be exported in exchange for corn 
and gold, till the accumulation of gold should lower its value, and 
raise the money price of commodities. 
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tlie value of raw produce ; as Mr. Maltlius was bound to 
do bj Ills ])revious admission ; be considers it as precisely 
tbe same thing as a rise of 100 per cent, in the value of 
money, and, therefore, argues as if air'commodities would 
sink to half their former price. 

During the twenty years beginning with 1794,” he 
says, “ and ending with 1813, the average price of British 
corn per quarter wa3<fibout eighty-three shillings ; during 
the ten years ending with 181 §, ninety-tyro shillings ; and 
during the last five years of the twenty, one hundred and 
eight shillings. Inrthe course of these twenty years, the 
G-overnment borrowed near five hundred millions of real 
capital ; for which, on a rough average, exclusive of the 
sinking fund, it engaged to pay about five i>er cent. But 
if corn should fall to fifty shillings a quarter, and other 
commodities incproportion, instead of an interest of about 
five per cent., the G-overnment would really pay an interest 
of seven, eight, nine, arO. for the last two hundred millions, 
ten per cent. 

^‘To this extraordinary generosity towards tlie stock- 
holders, I should he disposed to make no kind of objection, 
if It were not necessary to consider by whom it is to be 
paid ; and a moment's reflection will show us, that it can 
only be paid by the industrious classes of society, and the 
landlords j that is, by all those whose nominal income will 
vary with the variations in the measure of value. The 
nominal revenues of this part of the society, compared with 
the average of the last five years, will be diminished one 
half, and out of this nominally reduced income, they will 
have to pay the same nominal amount of taxes.” ' 

In the first place, I think, I have already shown, that 
even the value of the gross income of the whole country 
will not be diminished in the proportion for which Mr. 
Malthus here contends ; it would not follow, that because 


‘‘The Grounds of an Opinion,” etc,, p, 36. 
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corn fell fifty per cent., eacli man’s gross income would be 
reduced fifty per cent, in value ; ^ bis net income migbt be 
actually increased in value.^ 

In the second pMce, I think the reader will agree with 
me, that the increased charge, if admitted, would not fall 
exclusively “ on the landlords and the industrious classes 
of society?” the stockholder, by his expenditure, contri- 
butes his share to the support of the f)ublic burdens in the 
same way as the other classes of society. If, then, money 
became’really more valuable, although he would receive a 
greater yalue, he would also pay ?. greater value in taxes, 
and, therefore, it cannot be true that the whole addition to 
the real value of the interest would be paid by ‘‘ the land- 
lords and the industrious classes.” 

The whole argument, however, of Mr. Malthus, is built 
on an infirm basis : it supposes, because thfe gross income 
of the country is diminished, that, therefore, the net 
income must also be diminished, in^ the same proportion. 
It has been one of the objects of this work to show, that 
with every fall in the real value of necessaries, the wages 
of labour would fall, and that the profits of stock wouy 
rise — ^in other words, that of any given annual value a less 
portion would be paid to the labouring class, and a larger 
portion to those whose funds employed this class. Suppose 
the value of the commodities produced in a particular 
manufacture to be ^1,000, and to be divided between the 
master and his labourers, in the proportion of dSSOO to 
labourers, and ,£200 to the master ; if the value of these 
commodities should fall to £900, and £100 be saved from 
the wages of labour, in consequence of the fall of neces- 

^ Mr. Malthus, in another part of the same work, supposes 
commodities to vary 25 or 20 per cent, when corn varies 33J. 

^ [Kicardo’s reply is threefold. First, the price of all conmic 
dities will not fall as assumed. Secondly, the stockholder himsel 
contributes to the fund raised by taxation. Thirdly, taxes are paid 
out of the net and not the gross income.] 
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saries, tlie net income of the masters would be in no degree 
impaired, and, therefore, he could with just as much 
facility pay the same amount of taxes, after, as before the 
I'eduction of priced 

It is of importance to distinguish clearly between gross 
revenue and net revenue, for it is from the net revenue of 
a society that all taxes must be paidd Suppose that all 
the commodities in the country, all the corn, raw produce, 
manufactured goods, etc,, which could be brought to 
market in the course of the year, were'^of the value of 20 
millions, and that^In order to obtain this value, tl^ labour 
of a certain number of men was necessary, and that the 
absolute necessaries of these labourers required an expen- 
diture of 10 millions. I should say that the gross revenue 
of such society was 20 millions, and its net revenue 10 
millions. It 'Soes not follow from this supposition, that 
the labourers should receive only 10 millions for their 
labour ; they might ffeceive 12, 14,^ or 15 millions, and in 
that case they would have 2, 4, or 5 millions of the net 
income. The rest would be divided between landlords and 
capitalists ; but the whole net income would not exceed 10 
millions. Suppose such a society paid 2 millions in taxes, 
its net income would be reduced to 8 millions. 

Suppose now money to become more valuable by one- 
tenth, all commodities would fall, and the price of labour 
would fall, because the absolute necessaries of the labourer 

* Of net produce and gross produce, M. Bay speaks as follows : 
“ The wliole value produced is the gross produce ; this value, after 
deducting from It the cost of production, is the net produce.*’ 
[Fifth edition.] Yol. ii. p. 491. There can then be no net pro- 
duce, because the cost of production, according to M, Say, consists 
of rent, wages, and profits. In page 508, he says, ** The value of a 
product, the value of a productive service, the value of the cost of 
production, are all then similar values, whenever things are left to 
their natural course,” Take a whole from a whole, and nothing 
remains. 

[§ 118.3 
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formed a part of those commodities, consequently the 
gross income would be reduced to 18 millions, and the 
net income to 9 millions. If the taxes fell in the same 
proportion, and, instead of 2 millions, *£1,800,000 only 
were raised, the net income would be further reduced to 
<£7,200,000, precisely of the same value as the 8 millions 
were before, and therefore the society would neither be 
losers nor gainers by such an event. But suppose that 
after the rise of money, 2 laillions were raised for taxes as 
before, the society would be poorer by £200,000 x)er annum, 
their ta^es would be really raised one-|^inth. To alter the 
money value of commodities, by altering the value of 
money, and yet to raise the same money amount by taxes, 
is then undoubtedly to increase the bnrthens of society. 

But suppose of the 10 millions net revenue, the land- 
lords received five nlillions as rent, and that by facility of 
production, or by the importation of com, the necessary 
cost of that article in labour was neduced 1 million, rent 
would fall 1 million,’ and the prices of the mass of commo- 
dities would also fall to the same amount, but the net revenue 
would be just as great as before ; the gross income would, 
it is true, be only 19 millions, and the necessary exjcenditure 
to obtain it 9 millions, but the net income would be 10 
millions. Now suppose 2 millions raised in taxes on this 
diminished gross income, would the society altogether be 
richer or poorer ? Eicher, certainly ; for after the payment 
of their taxeS^ they would have, as before, a clear income of 
8 millions to bestow on the purchase of commodities, which 
had increased in quantity, and fallen in price, in the pro- 
portion of 20 to 19 ; not only then could the same taxation 
be endured, but greater, and yet the mass of the people he 
better provided with conveniences and necessaries. 

If the net income of the society, after paying the same 
money taxation, be as great as before, and the class of 

1 [J.e., labour not having to be exerted under conditions so un- 
favourable.] 
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landliolders lose 1 million from a fall of rent, the other 
productive classes must have increased money incomes, 
notwithstanding the fall of prices. The capitalist will then 
be doubly benefited; the corn and butcher’s meat con- 
sumed by himself and his family will be reduced in price ; 
and the wages of his menial servants, of his gardeners, and 
labourers of all descriptions, will be also lowered. His 
horses and cattle wilhcost less, and be supported at a less 
expense. All the commodities dn which raw produce enters 
as a principal part of their value, will fail. This ag'gregate 
amount of savings, rmade on the expenditui^e of iui^ome, at 
the same time that his money income is increased, will 
then be doubly beneficial to him, and will enable him not 
only to add to his enjoyments, but to bear additional 
taxes, if they should be required : his additional consump- 
tio’n of taxed oommodities will much more than make up 
for the diminished demand of landlords, consequent on the 
reduction of their rent^. The same observations apply to 
fanners and traders of every description. 

But it may be said, that the capitalist’s income will not 
be increased ; that the million deducted from the land- 
lord’s rent, will be paid in additional wages to labourers ! 
Be it so ; this will make no difference in the alignment : 
the situation of the society will be improved, and they will 
be able to bear the same money burthens with greater 
facility than before ; it will only prove what is still more 
desirable, that the situation of another claSs, and by far 
the most important class in society, is the one which is 
chiefly benefited by the new distribution. All that they 
receive more than 9 millions, forms part of the net income 
of the country, and it cannot be expended without adding 
to its revenue, its happiness, or its power. Distribute then 
the net income as you please. Grive a little more to one 
class, and a little less to another, yet you do not thereby 
diminish it ; a greater amount of commodities will be still 
produced with the same labour, although the amount of 



417 


CHAP. XXXII.] MALTHXJS’S OPINIONS ON RENT, 

tlie gross money value of sucli commodities will be dimi- 
nished ; but the net money income of the country, that 
fund from which taxes are paid and enjoyments procured, 
would be much nn^re adequate, than before, to maintain 
the actual population, to afford it enjoyments and luxuries, 
and to support niuy given amount of taxation. 

That thci stockholder is benefited by a great fall in the 
value of corn, cannot be doubted ; but if no one else he 
injured, that is no reason wl^y corn should be made dear : 
for the igains of ti.e stockholder are national gains, and 
increase, as all other gains do, the real wealth and power 
of the country. If they are unjustly benefited, let the 
degree in which they are so, be accurately ascertained, and 
then it is for the legislature to devise a remedy ; but no 
policy can be more unwise than to shut ourselves out from 
the great advantages •arising from cheap corn, and abun- 
dant productions, merely because the stockholder would 
have an undue proportion of the increase. 

To regulate the dividends on stock by the money value 
of corn, has never yet been attempted. If justice and good 
faith required such a regulation, a great debt is due to the 
old stockholders ; for they have been receiving the same 
money dividends for more than a century, although com 
has, perhaps, been doubled or trebled in price.^ 

But it is a great mistake to suppose, that the situation 
of the stockholder wiU be more improved than that of the 
farmer, the ms^^Lufacturer, and the other capitalists of the 
country ; it will, in fact, be less improved- 
The stockholder will nndoubtedly receive the same 

^ Mr. M‘Gulloch, in an able publication, has very strongly con- 
tended for the justice of making the dividends on the national debt 
conform to the reduced value of corn. He is in favour of a free 
trade in corn, but he thinks it should be accompanied by a reduc- 
tion of interest to the national creditor. [Work referred to thus is 
An Essay on the Question of reducing the Interest of the National 
Debt,” in which the justice and expediency of that measure are 
established, 1816, 
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money dividend, while not only the price of raw produce, 
and labour fell, but the prices of many other things into 
which raw produce entered as a component part. This, 
however, is an advantage, as I have inst stated, which he 
would enjoy in common with all other persons who had 
the same money incomes to expend ; — his money income 
would not be increased ; that of the farmer, manufacturer 
and other employees of labour would, and consequently 
they would be doubly benefited. 

It may be said, that although it may be true that capi- 
talists would be benefited by a rise of profits, in conse- 
quence of a fall of wages, yet that their incomes would be 
diminished by the fall in the money value of their commo- 
dities. What is to lower them ? Not any alteration in the 
value of money, for nothing has been supposed to occur to 
alter the val^^e of money. Not any diminution in the 
quantity of labour necessary to produce their commodities, 
for no such cause hassoperated, and if it did operate, would 
not lower money profits, though it might lower money 
prices. But the raw produce of which commodities are 
made, is supposed to have fallen in price, and; therefore, 
Commodities will faU on that account. True, they will 
fall, hut their fall will not be attended with any diminu- 
tion in the money income of the producer. If he sell his 
commodity for less money, it is only because one of the 
materials from which it is made has fallen in value. If 
the clothier sell his cloth for ^8900 instead; of ^1,000, his 
income will not be less, if the wool from which it is made, 
has declined <£100 in value. 

Mr. Malthus says, It is true, that the last additions to 
the agricultural produce of an improving country, are not 
attended with a large proportion of rent ; and it is pre- 
cisely this circumstance that may make it answer to a rich 
country to import some of its corn, if it can he secure of 
obtaining an equable supply. But in all cases the impor- 
tation of foreign corn must fail to answer nationally, if it 
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is not so mucli clieaper than the corn that can be grown 
at home, as to equal both the profits and the rent of the 
grain which it displaces.’’ — Grounds, etc., p. 36, 

In this observation Mr. Malthas is quite correct; but 
imported corn must be always so much cheaper than the 
corn that can be grown at home, “ as to equal both the 
profits and the rent of the grain which it displaces.” If it 
were not, no advantage to any one ^uld be obtained by 
importing it. 

As rAit is the effect of the high price of com, the loss of 
rent is^the effect of a low price, foreign corn never 
enters into competition with such home corn as affords a 
rent ; the fall of price invariably affects the landlord till 
the whole of his rent is absorbed ; — if it fall still more, 
the price will not afford even the common profits of stock ; 
capital will then quif the land for some oth#r employment, 
and the corn, which was before grown upon it, will then, 
and not till then, be imported. Prom the loss of rent, 
there will be a loss of value, of estimated money value, but, 
there will be a gain of wealth. The amount of the raw 
produce and other productions together will be increased ; 
from the greater facility with which they are produced, 
they will, though augmented in quantity, be diminished in 
valne. 

Two men employ equal capitals — one in agricultui'e, the 
other in manufactures. That in agriculture produces a 
net annual v^iStue of ,=£1,200 of which ^1,000 is retained 
for profit, and *£200 is paid for rent ; the other in manu- 
factures produces only an annual value of *£1,000. Sujp- 
pose that by importation, the same quantity of corn which 
cost *£1,200 can be obtained for commodities which cost 
,£950, and that, in consequence, the capital employed in 
agriculture is diverted to manufactures, where it can pro- 
duce a value of ,£1,000, the net revenue of the country 
vrill be of less value, it will be reduced from ^2,200 to 
,£2,000 ; but there will not onlf be the same quantity of 
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commodities and corn for its own consumption, but also as 
much addition to that quantity as =£50 would purchase, 
the di:fference between the value at Ivhich its manufac^ 
tures were sold to the foreign countryc^and the value of the 
corn which was purchased from it. 

ITow this is precisely the question respecting the advan- 
tage of importing, or growing corn ; it never <^an be im- 
ported till the qu^mtity obtained from abroad by the 
employment of a given capital exceeds the quantity which 
the same capital will enable us to gro^'at home,”®~exceeds 
not only that quantity which falls to the share of the 
farmer, but also that which is paid as rent to the landlord. 

Mr. Malthus says, “It has been justly observed by 
Adam Smith, that no equal quantity of productive labour 
employed in manufactures can ever occasion so great a 
reproduction in agriculture.” If Adam Smith speaks 
of value, he is correct ; ^ but if he speaks of riches, which 
is the important poiust, he is mistaken ; for he has himself 
defined riches to consist of the necessaries, conveniences, 
and enjoyments of human life. One set of necessaries and 
conveniences admits of no comparison with another set; 
value in use cannot be measured by any known standard ; 
it is difiEerently estimated by different persons. 


[§ 122, p. 335, note.] . 
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EICi-RBO AND HIS CRITICS, 

T he alteration in treatment wliicli Eictrdo’s work has met 
with at the hands of his successors in economic study is 
very remarkable. At one time, no name could more effectually 
guarantee an opinion against contemptuous treatment; at the 
present, the mere suggestion that such and such a view was held 
by Eicardo sounds a«i initial note of discredit. Isfo doubt there 
is some sort of connection between the two attuudes. One ex- 
treme Jeads to another ; and the impartial reader may amuse 
himself by , constructing the bridge whereby passage is achieved 
from Mill, who could not think too highly of Eicardo,^ to Jevons 
and Held, who could not think too lowly of him. 

No doubt there is much that ‘is faulty in Ricardo. Much 
may be said, as much has been said, against the deductive methock; 
thb question of hypothetical treatment is one on which there will 
continue to be a great difference of opinion ; his frequent loose 
terminology, and his less frequent but more important logical 
inaccuracy, no doubt deserve condemnation. But still, though 
criticism be not only granted, but welcomed, it should be just 
and well considered. It is above all things necessary that critics 
sl^uld criticise Eicardo, and not be allowed to set up a figure 
called by his name in order to exhibit their skill in knocking it 
down. That such is their aim is highly improbable, but the 
current of opinion is too strong for them. When they come 
within sight of Eicardo, they fail to preserve their intellectual 
equilibrium and, too often, the evenness of their temper. 

The exact valiie of the body of anti-Eicardian criticism may 
be briefiy summarised. In a scientific sense it has resulted, no 
doubt, in two great advantages. In the first place, the nature of 

A. Bain, life of Janifes MiU,” p. 209. 
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the assumptions on which he proceeded has been exhibited ; in 
the second place, the stability of certain of those assumptions has 
been called in question. But here I wish i£ call attention rather 
to the nature of the criticisna itself t^n todts total achievement. 

Of the critics whom I have selected by way of example, I 
desire to express ray warm admiration so far as their own con- 
structive work is concerned. They are selected, not because 
they stand alone, but because their eminence and their own suc- 
cessful labours seem attach importance to their utterances. 
Others, indeed, have joined in fhe crusade ; but for the most 
part they fall into the rear, either from t?fe contradictions in- 
volved ill their critjipal estimates, as in the case of the late 
Arnold Toynbee, or from the secondary place which fhe refer- 
ences to Bicardo are given in their writings, as in the case of 
Professor Thorold Rogers. Three, however, are so prominent 
tliat a cai'eful examination of the character of their criticisms 
seems worth while, — Professors Jevons, Ingram, and Held. It 
is difficult to w^ute of the first and the'^last of this illustrious 
trio. In each Case an untimely death broke in upon the work 
’which they were engag^ in performing, in each case ecenomic 
study has met with a severe loss. But, difficult though the task 
may be, it is called for by the notoriety which their publications 
have attained. 

To begin with Jevons. Most economic students are familiar 
'vfith the passage in which Jevons states his view with regayd 
to the position of Ricardo in the history of economic theory. 
Ricardo was ‘‘ that able but wrong-headed man ” who “ shunted 
the car of economic science on to a wrong line.’* The saying 
has the brilliancy of an epigram, but also its obscurity. It 
is very difficult to know what Jevons really meant. It may 
be inferred that he intended to convey the impression th^, 
till Ricardo misused the levers, the car was proceeding along 
the right line. But, so far as I can judge from some study 
of the economic literature for the fifteen years or so preceding 
the appearance of Ricardo, nothing can be more erroneous than 
such an opinion. If we look at the works of men so widely 
different in character as Charles Ganilh, Yon Jakob, Germain, 
Gamier, Boileaii, we find in all the same abstract tendency and 
the same attempt to furnish forth a theory based on hypothesis. 
The only conspicuous difference between them and Ricardo is 
thaf he succeeds more fully than they. 
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But it ma^ be urged that Jerons does not disapprove of the 
attempt, that what he decries are certain of the assumptions made 
by Ricardo. Two Shading assumptions are: first, the depen- 
dence of the price of labour on the price of provisions ; secondly, 
the relation of popn^ation* to the food snpply of the working 
classes. Now, neither of these was now. The first was a part 
of the physiocratic doctrine, which specifically states that the 
wages of labour are proportioned to the price of provisions.^ 
Quesnay, at any rate, leaves his readers in no doubt as to his 
meaning : he says, There no grouift for believing that the 
cheapn^s of provkions is advantageous to the lower classes.” ^ 
Nor is the second less explicitly adopted by the forerunners of 
Ricardo# Ganilh surely puts the matter plainly, when he says, 
“An increase of wealth is always followed by an increase of 
population,”® Moreover, as we know, this part of Ricardo’s 
teaching was borrowed from Malthus, so that at least it would 
be more fair to speak of Ricardo as not being free from Mal- 
thusian errors than 4 )fJMaIthiis as “not being free from Ricardian 
errors.” ^ As I take it, these are two of “ the iaazy and prepos- 
terous assumptions of the Ricardian school” which Jevons urges 
should be “flung aside” “once and* for ever.” Perhaps so; 
but in these instances Ricardo was not the man who began the 
shunting of the car. 

Prom f)ther parts of Jevons’ s Preface, indeed, it would seem 
that he quarrels with Ricardo rather because of what he did not 
do than because of what he did do. Ricardo ought to have%i- 
troduced the mathematical treatment; but he did not. Else- 
where, again, certain objections are more openly advanced against 
Ricardo with regard to his treatment of wages. So far as may 
be judged, he is regarded as the author of the wages-fund theory. 
This, together with the cost-of production theory of value, and 
^he idea of the natural rate of wages, is definitely said to be 
Ricardian, and to be misleading or false. But, though so much 
is stated, I do not think that it can be substantiated. In the 
crude form to which so much objection was justly taken, Ricardo 
certainly did not hold the wages-fund theory ; and it is just as 

^ “ Pliysio<^atic Maxims,” No, 19. 

Quesnay ’s collected AYorks, p. 335. 

^ Ganilh, “ System of Political Economy,” p. 142. 

* Jevons’s “ Theory of Political Economy,” Preface, p. 57 . 
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great a mistake to attribute its authorsbip to him as to attribute 
its demolition to the attacks of the late Professor Cairnes, its 
most earnest advocate, who attacked its Critics and restated it 
himself. But Jevons makes both mistakes^ 

The theory of rent Jevons apparently accepts. He even goes 
so far as to make it the basis of a new theory of* wages, which is, 
of course, to be founded on something more solid thaiir the “ mazy 
and preposterous assumptions of Eicardo.” ‘‘Wages,” to use 
his own words, “ mustr enter into the calculation [of value] on 
exactly the same footing as rent,*^ ... so far as cost of produc- 
tion I'egulates the value of commodities.” Here cost‘d of pro- 
duction is brought back, and brought back by one who had cast 
himself free from it. Let us consider for a moment th^ parallel 
thus stated. There are certain differences between the condi- 
tions under which labour and land are employed. In the case 
of land, there is the theoretic margin of cultivation ; but, in the 
case of labour, that margin does not mean anything other than 
the minimum pai^ for the lowest labour in'^order to keep it alive. 
This would be Ricardo’s natural rate of wages ; and above it he 
himself has stated, though most imperfectly, that there exists 
some sort of graduated scale. Again, labour eannot lie on one 
side till it be worth one’s while to bring it into cultivation, as 
may laud. Some theory, therefore, is necessary as to thp relation 
between the rate of tbe population and the economic demand for 
it.f: One of the mazy assumptions dung aside for ever must 
brought in, or its place supplied. 

Til fine, so far as I can see, Jevons did not criticise the funda- 
mental theories and assumptions of Ricardo from an independent 
standpoint. He contented himself with attacking, and, as I 
hope I l^ave shown, attacking somewhat erratically, his reputa- 
tion. So far as his own work is concerned, soine of the very 
assumptions which did, indeed, require investigation, are taken 
for granted. 

The next critic to whom I would refer is Professor Ingram. 
As might be expected, he enters on his task in a wholly diffe- 
rent manner. His attack proceeds almost entirely from the 
historical side, and he has taken some trouble to arrive at a 
conclusion as to the position occupied by Ricardo in the history 
of economic theory. His results are stated in two articles, under 
the titles “Political Economy” and “Ricardo,” published in 
the Encyclopaedia Britannic??.” So far as his work is exposi- 
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tory, but little exception can be taken to it Ricardo is well 
interpreted, and tbe leading assumptions on which his theory is 
based are ably stated. On some points, it is true, correction 
may be attempted. It is^ hardly fair to Ricardo to make tbe 
suggestion contained in the following quotation : ‘‘ It would be an 
error to believe, though Ricardo sometimes seems to imply it, 
that such difference [involved in the existence of a series of soils 
of different degrees of fertility] is a necessary condition of rent.^ 
The word “ sometimes ” is a saving clause. Ricardo was at 
times negligent in expression and often far too brief ; but that 
he perceived such f difference not to be necessary in order that 
rent should arise, is shown very clearly in several passages in his 

Principles,” by none more clearly than the illustration on 
page 314.^ It would surely have been better to have omitted a 
sentence which, if it has any meaning at all, must be taken as a 
suggestion that Ricardo was really unaware of a fact previously 
stated by him in the clearest terins.^ Curiously enough, Professor 
Marshall has seen reason to attribute this preqise emendation of 
the theory of rent to Ricardo himself. Again, in the discussion 
on Ricardo’s chapter on gross and net i^venue, Professor Ingram 
forgets to add that Ricardo himself states that his only object is 
to controvert Adam Smith on a particular point. But it is un- 
necessary, here to do more than draw attention to this negligence, 
because I shall have occasion to comment somwhat fully on a 
similar failing in the ease of Held, whom Professor Ingram 
pressly quotes. 

But it is rather to his ultimate criticism of Ricardo than to 
his remarks on any particular passage that I want to draw atten- 
tion. JSTo one can object to the general condemnation pro- 
nounced on the deductive method employed by Ricardo. So 
much is at any rate perfectly fair. It means little more than 
this : Professor Ingram prefers the historical method. But, as 
I have already remarked, it is somewhat hard to credit Ricardo 
with the main responsibility for its introduction. It is also a 
little harsh to remark that his whole economic system is developed 
in his ‘‘ Principles.” So far as he wrote at all, no doubt this is 

‘ Ingram’s “History of Political Economy” (hook form), pp. 
126, 127. 

® See also pp. 47-49. “ Principles,” p. 58, lines 3-6, 

^ “ History,” p. 135, 
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the case ; but, as it %vould be unjust to state that a writer on 
currency put bis whole economic system intg. his monetai’y expo- 
sition, so it is in the case of a writer on^’ distribution. That 
Ricardo considered the exposition of the problems of distribution 
“ the true object of the science ” ^ is undoubted, but this was 
because he deemed inquiiy into the natui-e and Causes of wealth 
a delusive one. In other words, he gave his whol^ attention 
to that inquiry which allowed of the use of the deductive 
method. r. 

But there is another passage^ of more importance. In his 
article on Ricardo, Professor Ingram has the following sen- 
tence : — 

“ ‘ Rent,’ he [Ricardo] says, ‘ is in all cases a portion of the 
pi'ofits previously obtained on the land,’ a proposition by which, 
for the sake, it is to be feared, of creating a political prejudice, 
he obscures his own doctrine that rent can never be a part of 
profits.” 

As I shall ha^^'e to deal with this asseS*tfon when formulated 
bodily, I shall not here devote much space to its examination, 
since it is only insinuate ; but I must express my own iregret 
that such a charge, when unsubstantiated, should disfigure the 
writing of so honourable a critic as Professor Ingram.'^ But, 
though it whl be time enough presently to examine, the facts 
which Professor Held adduces in support of his imputations of 
intellectual dishonesty, the present is certainly the place for a %v 
words as to the nature of Professor Ingram’s criticism. Ricardo, 
he fears, was so bent on creating a political prejudice that lie 
does not hesitate to go the extreme length of laying down a pro- 
position somewhat or apparently at variance with his own true 
doctrines To prove this, a sentence is taken out of its context, 
and, in consequence, is deprived of the one word “ then,” whicj^i, 
in this instance, is important as showing that it is but the con* 
elusion of an argument. Let us look at the conclusion as Ricardo 
himself states it : — 

“Rent, then, is in all cases a portion of the profits pre- 

^ “ Letters to Malthus,” p. 175. 

- Its injustice is shown most clearly hy a similar passage in his 
private correspondence with Malthus (“ Letters,” p. 59) : “ I think, 
to ), that r mts are in no case a creation of wealth ” [ie., riches], 

thfey are always a part of thU wealth already created,” etc. 
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vioiisly obtained on tbe land. It is never a new creation of 
revenue, but always part of a revenue already created.” 

Eicardo bad beeiBoccupied for some few pages in explaining 
tbe genesis of rent fr§m that stage when, as be says, “ tbe whole 
produce, after deducting the outgoings belonging to cultivation, 
will be the profiis of capital, and will belong to tbe owner of such 
capital, without any deduction whatever for rent.” He traces 
tbe manner in which this condition gives place to another, and 
rent aiases. His argument runs as fo%ws : “ At one time, no 
part of the produce obtained cfli a certain piece of land was paid 
in rent y» for all the’iprodnce after the payment of the expenses 
of production went to the person who chose to employ his capital 
in cultivating laud, of which there was abundance. The land in 
cultivation is equal in fertility, and each portion of capital em- 
ployed produces the same return.” ^ But this cannot always con- 
tinue ; and ultimately a certain portion of this produce, owing to 
the inequalities of the fertility of the soil under cultivation, and 
the difference in the respective returns, will haye to be paid for 
the privilege of holding this particular land.’ !N6w, I for my part 
fail to*understand, and I think I shall not find myself in disagree- 
ment with any who will turn to the essay, how this alignment at 
all obscures the doctrine that true rent cannot form part of profits. 
Of coursCj it cannot ; biit Eicardo himself never suggests that it 
does. What he asserts is that a portion of produce which at one 
time and under certain circumstances would accrue to one panty 
is under other circumstances paid to another. 

Professor Ingram complains many times that Eicai’do was not 
a man of strong social sympathy. In one passage, he is even 
more explicit. He states his regret that Ricardo’s works con*^ 
tain no outbursts of feeling such as those appearing in tl^e pages 
of Adam Smith. With the definite complaint of Professor 
Ingram, who did not know Eicardo, I will contrast the state- 
ments of two who did. Joseph Hume said : “ The general iii- 
tex'estof the \^)rking class was the single object he had in view”; 
and Mr. Huskisson mentioned “ his evident anxiety to do what 
he thought right, to seek the good of his country, and to pursue 
no other object.” 

The attacks o£ others dwindle into insignificance when eon- 

^ Essay on the Influence of a Low Price of Corn,” Works, 
p. 374 , lines 1-16. 
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trasted with tlie language and methods adopted by the late 
German scholar, Professor Adolf Held. The genuine air of 
seventeenth- century criticism breathes through his onslaughts. 
In vigour and in brilliancy of insinuation, tlj,cy approach the epis- 
tles against Salmasius. He conjures up a heartless, dishonest, and 
muddle-headed writer, to whose destruction he is vowed. Some 
brief notice is given to the attempted defence of his victim and 
his victim’s methods. But it is brought forward only to be swept 
away with a sentence :-i 

“ Wenn man aber bedeutende Schrifts teller als Erscheinun- 
gen im Leben der ganzen Zeit und des gancen Volkes feetrach- 
tet, so gilt auch von ihrenWerken das Wort, ‘Anihren Friichten 
werdet ihr sie erkennen.’ ” 

Armed with this test, he sets out on his task. Bicardo is to 
be known from his works, and, so far as can be judged, from these 
Works as collected and edited by McCulloch in 1846. Cer- 
tainly, Professor Held knows him from no other source ; and, as 
I hope to be able, to show, he exhibits but imperfect acquaint- 
ance with these. It may seem doubtful whether even the high 
authority quoted by him justifies a critic in actually accusing a 
writer of interested motives in framing his scientific theories, be- 
cause the critic believes that the interest of the writer and the 
direction of the theory may be identical. But for himself Pro- 
fessor Held has solved the doubt. Ricardo’s teaching, he assures 
usf^ “ proceeds simply {einfdch) from the hatred of the financial 
capitalist against the landed interest.” ^ “In his "whole system, 
he was the defender of the moneyed interest.” The interest of 
capital was the only thing in his mind. That secured, it is a 
matter of indifierence whether men live. When reading his tracts 
on monqy, we are told, “ One reflects involuntarily that Ricardo 
was a creditor of the State.” ^ In this last connection, there is an 
admission : “ In these writings, Ricardo appears less conspicu- 
ously as the defender of the interest of a class than in his ‘ Prin- 
ciples’ and in the pamphlets on the Corn Trade,” ,But mark the 
cunning of the admission. He is not sure about Ricardo’s in- 
tegrity even here. His attitude is “ less conspicuous.” It might 
be that under this appearance of comparative innocence there was 
some hidden motive And yet another disappointment. A glance 

' “ Zwei Biicher zur socialen Geschichte Englands,” pp. 176, 186. 

2 Ibid., pp. 186, 195, 199. 
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at the introduction must have shown the critic that Ricardo was 
a very considerable land-owner himself. In point of fact, his 
landed property was ^ery great indeed ; and he did not know him- 
self on which side his chief interest lay. The chimsera, conjured 
up at so great pains, was threatened, and might have failed but 
for a happy inspiration. True, he tells us, Ricardo was himself 
a land-owner ; but why ? The champion of historical accuracy 
tells us he’ became a land-owner because “ he followed the im- 
pulse of his race in the endeavour to combine with wealth high 
political and social importance*” Can an attack be expected to 
go further ? 

The quotations I have given are, so far as possible, literal ren- 
derings ^om tbe text; and yet, so far as I am aware, there is 
not a particle of foundation for any one of the statements. More 
than that, I do not believe that Professor Held had in his posses- 
sion any evidence to substantiate them. Calumny was rife enough 
in Ricardo's own time, in the hands of Cobbett and in the mouth 
of political opponents but it was reserved for a German pro- 
fessor, a laborious student and a high-minded gentleman, to con- 
summate their imperfect attempts, and to hurl against an author, 
whose work he disliked, an accusation Doth most monstrous and 
most untrue. Such is the issue in the first attempt to judge an 
author “ by his woi’ks.” 

The n^xt attempt is a little more satisfactory. Professor 
Held endeavours to show that Ricardo is to be blamed becau«e 
hffe writings cannot be considered a complete manual of national 
economy. Ricardo shows a want of regard for the common weal 
(Gemeinsinn), As he justly says, much more is needed than 
Ricardo oifers. This is true ; but, before anathematizing Ricardo 
for *‘his most cynical representation of the State and society,” ^ it 
would have bee*i just to consider whether Ricardo imagined that 
h® was giving such a representation. Is it judging by his works 
to neglect the Preface to the “ Principles,” and to remark, with 
naive indifference, that “ not only what Ricardo says is significant 
(inter essant), but also what he does not say”?^ Whatever others 
may have claimed for Ricardo, Ricardo never claimed for himself 

^ ** Zwei Buchej,” p. 195. 

^ Ibid,, p. 191 : “ Er spricht niemals von anderen Interessen als 
Individuen, niemals von der Nothwendigkeit, dem Staate und 
hbheren Ideen etwas m opfern.” 
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tlie position for wMcIi Held urges his unfitness. For once, the 
critic is in agi’eement with his author. ^The Preface to the 
“ Principles ” is most explicit on two points. In the first place, 
Ricardo was applying himself to t^e prtblem of distribution, 
which, he says, had been treated by others but imperfectly, be- 
cause the nature of rent had not been understodd ; in the second 
place, he states that his own treatment, even if it be found to be 
correct, wiU need much fuller development. So far as we know, 
the view which Eicardt) held as to the incomplete nature of his 
book was held also by his immediate circle of friends. Grote, at 
any rate, distinctly avows it. Before Ricardo is reprobated for 
having assumed a lofty seat, it is necessary to show that he did 
assume it. This Professor Held has not done. 

The next attempt is to show that Ricardo was a man without 
any feelings of human sympathy {Mangel an Hurnanitdt), In 
this connection we meet, as might be expected, many references 
to das eherne Gesetz^ which it seems to have been the particular 
delight of mauyrGerman authors to attribute to Ricardo, and to 
Ricardo solely. But Professor Held admits that the recognition 
of a variable standard ofscomfort is incompatible wdth the ^iew he 
takes of Ricardo; and, as he is unable to overlook the very 
obvious language in which it is spoken of in the Principles,’’ he 
presents us with a dilemma. Either the suggestion of.variability 
is not made in good earnest {ernst gemehit) or, if it is, we must be 
prepared to throw over the eJierne Gesetz. Professor Held d^es 
not have to make the choice of alternatives ; for, from his subse- 
quent language, it is clear that he does not believe that Ricardo 
made the suggestion in good earnest, while at the same time he 
regards the law as in great part fictitious. But he adduces other 
instances of this lack of humanity. Like Professor Ingram, 
he quotes the passage in chapter xxvi. ; unlike him, he dqes 
not forget to remark that it was written as a criticism on a par- 
ticular passage in Adam Smith. He does worse, however : after 
stating that this instance shows the difference between the two 
economists in the clearest light, he makes no reference to the 
following paragraph of Ricardo’s : — 

“ It is not on the grounds of any supposed advantage accruing 
from a large population, or of the happiness thffc may be enjoyed 
by a greater number of human beings, that Adam Smith supports 
the preference of that employment of capital which gives motion 
to the greatest quantity of industry, but expressly on the ground 
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of its inci’easing the powers of the country ; for he says that ‘ the 
riches and, so far as power depends on riches, the power of every 
country must alway^be in proportion to the value of its annual 
produce, the fund from which all taxes must ultimately be paid.^ 
It must, however, be obvidhs that the power of paying taxes is in 
proportion to th^ net, and not in proportion to the gross, revenue.” 

Here, however, Professor Held is not alone in his misunder- 
standing. Ricardo was misunderstood by Say. But I must 
confess that I am at a loss to conceive how any one could continue 
to make the mistake in the face of the note inserted in the later 
edition ; — 

“ Say has totally misunderstood me in supposing that I have 
considessed as nothing the happiness of so many human beings. I 
think the text sufficiently shows that I was confining my remarks 
to the particular grounds on which Adam Smith had rested it.” ^ 

Lastly, Ricardo is equally unable to please Professor Held 
with regard to his two doctrines of rent and wages. In continu- 
ance of the discussi^n*of Ricardo’s personal interests, we are told 
that the law of rent ^ is placed before us in his "particular way, in 
ordeu that the land-owner may appear unpopular (utibeliebt). In 
support of this assertion, the chief passages are quoted wherein 
Ricardo exibits the tendency of rent to increase with new difficul- 
ties of production. In other places we find somew'hat similar 
statements. Ricardo insinuates, so we are told, that landed 
property is not compatible with natural justice.® It is tigie, 
Professor Held adds, that this is not explicitly stated ; but, as 
others made the deduction, he considers Ricardo responsible. 
Ricardo’s actual aim was to show that it would be justifiable 
{mit Recht) to take away the incomes of the land-owners. Prom 
this it would be natural to infer that Ricardo would have been 
favourable to -a heavy taxation of rents. But this 'was not the 
case. Adam Smith considered ground rents as peculiarly fit 
subjects for taxation : whereas Ricardo remarks, It would surely 
be very unjust to tax exclusively the revenue of any particular 

- ^^PrincqDles,” p. 337. 

2 It is here somewhat interesting to remark that anotlier critic 
sees in Ricardo’* exposition of the law of rent a subtle defence of 
the land'Owning class. “ The Ricardian Theory of Rent,” by H. M, 
Posnett, p. 17. 

3 For this and following, ‘<Zwei Pilcher,” pp. 184, 185. 
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class of the coiimimiity ” ^ Tliis statement of opinion is, however, 
ignored or distrusted by our critic. At the conclusion of his 
most bitter passage, when the reader natural^ expects some defi- 
nite scientific criticism of Ricardo’s actual theory, he comes to a 
paragraph in which Professor Held c«ntent§ himself with saying 
that “ this is not the place to show that in the whole exposition 
there lay a limited {beschrdakte) truth.” ® 

The case is much the same when the wages thec«ry is dealt 
with. Whatever Ricardo says is, in the eyes of his critic, 
wrong. The iron law of wages, by which the labourers are 
represented as living on an irreducible and torriblc minimum, is 
attributed to Ricardo, and branded as inhuman. But, when the 
variable standard of comfort haa to be spoken of, it is said that 
the acceptance of such a modification would overthrow the wages 
theory, and deprive it of all meaning. It overtlirows something 
else as well, — Professor Held’s theoi’y about Ricardo. Once 
mentioned, therefore, it is left alone. A great deal is said about 
the eh erne Gesetz^ but nothing more abont^^thc variable standard. 

These instance® must suffice. There are others that might be 
quoted ; but they would but serve to illustrate the same tendency, 
and to show the limitatioCia under which Professor Held allowed 
himself to judge Ricardo ‘‘according to his works.” Nothing 
can be more fanciful, indeed, than the truly remarkable argu- 
ment whereby Professor Held strives to show that Ricardo’s 
theoiy of remuneration was suggested to him by the conception 
of natural right ; nothing more painful to the serious studenrt 
than the concluding passage, in which the boast is made that in 
the foregoing pages the key to the true understanding of Ricardo 
s contained. To one who has studied Ricardo, and admires 
Held’s great historical labours in the service of economics, it is 
difficult i>o conclude without repeating in a sad^ned tone the 
latter’s own quotation, “ Difficile est satiram non scrihere^ 


> “JPrinciples,” pp, 184-5. 


“ Zwei Bucher,” p. 185. 
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IMPROVEMENTS IN THE FIRTILITY OP LAND AND THEIR 
EPPECT UPON BENT 

T HE^E can be little or no cl#ubt that flicardo was instigatea 
to pursue the investigations which issued in the doctrines 
maintained §§ 30, 31, pp. 55-61, and §§ 112, 113, pp. 318-324, 
by the very strong expressions of opinion given vent to by Adam 
Smith (bk. i., c. xi.) on the common coincidence of the interest 
of the landlord with^that of the nation. As we can see, from the 
end of § 113 in particular, he considered that ramith was wliolly 
misled by his initial error as to the value of corn. Interesting 
though it would be to compare the very different treatments 
which this subject received at the hands of the two writers, the 
gdheral inconsistencies of Adam Smith, together with his main- 
tenance oY the particular opinion cited, render such a comparison 
impossible. All we can do is to compare the conclusions arriiied 
at, and endeavour to see how far each writer was entitled to 
make the deductions he did, granted the particular premises he 
assumed. 

Kicardo makes two great assumptions, only one of which he 
mentions, the other being assumed apparently as an im doubted 
fact. 

First : the land in cultivation consists of equal units indefi- 
nitely small, and such that the produce of each unit exceeds that 
of the unit below it in the scale by an amount equal to that by 
which it is exceeded by the produce of the unit above it. In 
other words, the returns to the respective j^oses .of capital are 
ranged in arithmetical progression. 

Second: the introduction of the new -proauctive methods, 
which result in the increase of the productive power of the soil, 
does not disturb ‘‘ the difference between the productive powers 
of the successive portions of capitaii” or of successive units. 


F F 



434 


APPENDIX B. 


The former of these two assumptions, is, as I said, not stated 
by Ricardo, though the nature of the examples which he chooses 
in illustration seems to show his own recog'^tion of it, but the 
latter he states most clearly, both in his chapter on Rent (p. 58), 
and ao-ain where reviewing the Doctrines 'of Malthus (p. 502) 
and of Adam Smith^p- 319), where he speaks of the necessary 
condition to the correctness of his contention that there should 
be ‘‘no alteration in their relative ferfdity or advantages.” J. S. 
Mill, who (bk. iv., c. ^i., § 4) defended the theory from the 
attacks made upon it, omits most Fufortunately any reference to 
this very important assumption, though curiously enough he 
observes it much more truly than does Ricardo himself, for the 
latter, after thus rigorously defirrlng his premises, proceedis to give 
an illustration which assumes that 115 is to 125 as 90 to 100 
(pp. 58-59). Mill, with much greater accuracy, so shapes his 
example as to show that an increase in procfuctiveness will affect 
the various soils in the various doses in the proportion of their 
own productivity. Thus he increases eaoli product by twenty- 
five per cent, ^oth of them, however, agree in stating that 
when the productive power of the soil is increased, the amount 
of the produce taken by ?he landlord as rent will diminish. Let 
us now examine the truth of this statement, bearing in mind the 
two above-mentioned assumptions. Afterwards it will be ne- 
cessary to say a word or two as to the assumptions thebaselves. 



On 0 I, which represents the land in the country, let us tako 
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as the limit to which cultivation descends. As the production of 
the successive and equal units is in arithmetical progression, the 
rent line, ^ is a su^ight line«and not a curve. 

The total produce hy o x p, and p x being the produce of the 
last unit in cultivation, y fp represents the rent. 

Let us now i;ake on a; a point x\ and at right angles to o x 
draw x' p\ cutting y p in a, and such that p' x is to a x in the 
ratio of ^1;o that being the ratio of the increase in produc- 
tive power. A number of positions for x being taken, a straight 
line \J I is obtained. 

Let be so ch<%en that the figure y o x p = yoxp^ for the 
total amount of corn demanded is to remain the same. Draw 
p' r' at tight angles to o y\ 

The rent under the new circumstances is y' r p\ W e 
want to know whether y' r p is greater, less, or equal to 
yrp.^ 

Since p' x is to a r' as 5 to T, therefore figure r x* is to h x as 
iS to T. Therefor^ / r' p' is to y b a as S to T, 

In the second place, the figure y o x p is divided into two 
parts^ the parallelogram r x and the triangle y f' p^ 

Now r ar is to r a?' as rp to r/, and p r p is to ^ & a in dupli- 
cate ratio of rp to ry*. Also if 5/ be added to tx\t x is to whole 
h X* in a Jess ratio than that of rp to r/. 

But the whole figure y o x p is to y ox' a in ratio of S to T, 
and therefore the triangle r p is to the triangle y ha in z. greater 
ratio than S to Tj and therefore in a greater ratio than y' r' p' 
toy h a. 

Therefore y r p is greater than y r' p* that is, that under the 
conditions assumed, the corn rents will diminish as the produc* 
tiveness of the soil is increased. 

The above proof is somewhat long and clumsy. Professor 
Oliver Lodge has pointed out to me that the same results can be 
arrived at in the following way : 

Let figure be described as before, and let amount of produce 
not paid as rent be termed sustenance. Let e represent rati^' 
of increased productiveness. Let r o — h^ ry^h, af — 5, r' o = 
r 

rent _ h 

J old sustenance k 


Then 
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new rent //' __ e ^ 

J new sustenance // ^(a‘+A) 

_ — * .5 

k +^s, r 

Therefore, under" the conditions assumed, rent diminishes as 
productiveness is increased. 

It may then he fairly claimed that, s?) far as Eicardd ^vent, he 
was able to prove his statement. 

But now the question arises as tP the nature of the assump- 
tions on the truth of which his whole argumenjfdepcnds; and fii’st 
of all we must ask whether he was conscious of their existence as 
assumptions, and as asfaimptionswnly. One of these twij^ he ex- 
pressly mentions, and not once, but mox-e than once, so there 
can be no doubt that he recognized the fact that under certain 
conditions his proof wmuld not hold good.^ In treating of the 
much simpler case, when agricultural labour is made more pro- 
ductive while the fertility of the land remans the same, he ex- 
pressly contemplafes such a case (p. 43, bottom), and it is difficult 
to see how he could avoid seeing that the other assumption was 
involved in this, since, if alteration in the instimments of pro- 
duction could alter the relations existing between the fertility of 
the land, there could be no reason why it should not cause diffe- 
rent relations to exist between different units of the land. In 
otl^r words, it suggests that cases must occur in which there are 
not equal units of the various fertilities. In such cases the rent- 
line would be represented by a ciirve. That the produce of the 
various xmits cannot be invariably ranged in arithmetical pro- 
gression is undeniable. 

Taking this view of the circumstances of the soil, Professor 
IMarshali lias (“ Principles of Economics,” pp. 669«®S78) discussed 
at length the various effects produced by differences in sucK 
curves. 

It is, however, I believe, no less undeniable that an increase in 
productivity will often affect different soil in very diffei'ent de- 
grees, and in consecpience of this even the treatment of the sub- 
ject by Professor Marshall fails, since an element of unknown 
variability is introduced. Ricardo’s theory, th^^n, is only valid 
in certain assumptions. 

How far, we must next inquire, was Adam Smith right ? So 
far aa I can see there can be^only one answer. It is possible 
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tliat tlie conclusion lie states may be right, but it is right on 
grounds totally diferent from those which he alleges in its sup- 
port. It is right wnen circumstances are such that, as we have 
seen, the corn rent Aay b# greater after the improvements. But 
Smith imagined that it was invariably true because eveiy incre- 
ment of food was of the same value ; that the value of food could 
never charge come wlia# might. Was more nourishment pro- 
duced, well and good. Each unit being of the same value as 
before, wages and profits will be satisfied with the former quan- 
tity, and the larger surplus will enrich the landlords. They will 
get a larger share than before, and also a larger quantity. The 
notion of a fall in value is expressly excltHled. More than that, 
he never allows the possibility of any land falling out of corn 
cultivation. The supply would be larger than before. Clearly 
either there must be more people to eat it, or the individual de- 
mand must increase. One or the other must happen, unless the 
food is to remain m tfie hands of the landlords. But should this 
occur, the value can scarcely be maintained. That such, how- 
ever^ might occur suggested itself to the mind of Adam Smith, for 
ill a passage at the end of part i. (bk. i., c. xi., p. 68) he adds: 

“ It is difficult to preserve potatoes throngb the year, and im- 
possible to store them, like corn, for two or three years together. 
The feai' of not being able to sell them before they rot dis- 
courages their cultivation, and is, perhaps, the chief obstfi-cle 
to their ever becoming in any great country, like bread, the 
chief vegetable food of all the different ranks of the people.” 

In this passage are contained the reasons which invalidate the 
whole theory, so" diligently framed, of the invariable value of corn, 
and with it, of the constant advantage to the landlords of an in- 
crease in the ^rtility of the soil. 

The chief difference, then, between the treatment of this sub- 
ject by Adam Smith and Kicardo is clear. Eicardo announced 
that certain results would occur under certain conditions. These 
conditions he undoubtedly considered more frequent than they 
probably are. Adam Smith, on the other hand, stated a result 
which is quite conceivable, but based his argument on assump- 
tions which are positively and invariably wrong. 

Anothei; question, indeed, ai'ises as to the interest of the land- 
lord as estimated in money. Here, of course, we are not con- 
cerned with Adam Smith, since M^view that corn was of ii»vary- 
ing value led him of necessity to the conclusion that increased 
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corn rents meant an increase also in money rents, or, to put it 
more accurately, in general value, r, With rc;a&d to both Ricai’do 
and Mill, I should like once more to refer to Professor Marshall’s 
demonstration, where he points out, that while the price falls in 
less than the inverse^ ratio of the rate of increase^ the amount of 
the corn rent, even if it increase, can never stand to the amount 
of the former rent in quite this direct'^ratio, and that, •'therefore, 
the landlord will lose, , 
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able from the land, 246. 
less exposed to temporary revul- 
sions than manufacture, 2 .8. 
investment of capital in improve- 
ments, 402 note. 

Agricultural land and poor rates, 
245-6. 

Bank of England, conduct of, 3 '2. 
assistance given by, criticised, 
351. 


Bank rate, 351-3. 

Banks, as issuers, 342, 
papeiiissued either by State or by 
banks, 349. 

cash accounts as in Scotland, 353-4. 

Barton, Mr., on condition of labour- 
ing classes, 387. 

Bi-metallism, 354-6. 

Bounties on Exportation, affect foreign 
and not%ome price, 285-6. 
opinions of Smith and others on, 
Cl iticised, 286-305. 
important effects of on price, 290-4, 
alter nature of distribution of capi- 
tal, 299, etc. 

produce no real effect on annual 
produce, 310. 

Bounties on Production, small effect 
on nature of employments, 306. ^ 
effect of on wages and profits, 
308-310. 

Bread, tax on, 240. 

Buchanan, observations on special 
advantages of agriculture, ^4. 
as to relief of the poor, 83. 
error regarding wages of labour, 
199-203. 

on relation between taxes in wages ■ 
and price, 201. 

error as to imj ossibility of increase 
m produce of land owing to^- 
crease of demand, 237. 
error regarding tax on malt, 217-9. 
as to effect of rise m pric^ of labour 
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on manufactured commodities, 
299. 

Buolianan on Smith’s errors, 299-301. 
mistake as to action of Bank of Eng- 
land in case of paper money, od3-4. 
opinion on mam and tsubsidiapr 
currency, 359. 

opinion that wages depend on Sup- 
ply and Demand of labour, 373. 
criticism of Malthas on Reut^39J. 

Capital, early, and origin of, 17. 
circulating and fixed, not a rigid 
division, 24, 131. 

respective employments * of same, 
25, etc. 

effect of unequal dui abilit}’' of, 32-6. 
mobility of, 66. 
definition and increase of, 72. 
modes of accumulations of, 111, 131. 
Foreign Trade, bow conducive to 
accumulation of, 113. 
immobility of, from country to 
country, 117. 
impolicy of taxing, 134. 

Hvantage to labour of increase in, 

whether it can always be with- 
drawn from the land, 254. 
compi^tition of capitals need not 
lower profits, 272-3, 

Capitalists, advantage to, through 
fall in valee of corn, 308*9. (v. 
Stockholders.) 

Carrying trade, A. Smith on, 278. 

Cash aceouiits, 353, 

Changes, injuries involved in sudden, 
248-251. 

Cicero, 210. 

Colonies, advantages to mother coun- 
^ try of restraint on, 326-330. 

Commerce, condition of at close of 
Napoleonic wais, 68. 
advantage of free system of, 1 14-15. 
really a trade barter, 211-12. 


Commercial treaties, S27. 

Commodities, ^fect of tax on to raise 
fund of bounties, 306-7. {v. 

Value and Price.) 

Comp^rative"cost of production, 116 
note. 

Competition of capital, 27'3, 

Consui»ption, unproductive, 132 note. 

Corn, a d labour as measure of value 
variable, 9, 13, 363, 409. 
iSuctuation in value of, 9. 
connection between high»pric^of 
and rent, 55, 419, 
rise in price of, increasing money 
wage-?, diminishes money profit'.*, 
90. 

high pncS of in manufacturing 
countries, 126-7. 

possible i^cftssity of placing tem- 
porary restriction on importation 
of, 2,33. 

low price of, and consequent ad- 
vantage, 256. 

effect of bounties on exportation on, 
245. 

benefit to landlords of high price 
of, 321-3. 

comparative value of gold, corn7 
and labour, 361-9. 
difference between fall in price of 
and rise in tl?e value of money, 
411-12. 

stockholder not s%much b^fiefited 
by fall in price of, 417-18. (u, 
Bounties.) 

Corn Duties, proposed gradual reduc- 
tion of, 252, 

Cultivation, not affected by taxes on 
time ren^, but affected by taxes 
on rent as constituted, 154-5. 
how affected landlord, etc., 
165. 

Currency, principles of, 340 
an economical currency, .344. 
in its most perfect state, 349. 
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De Tracy, Destutt, on value, 268-9. 

Death duties, 134, 

Decker, sir M., cite^by A. Smith, 
218. 

Demand for commodities not neces- 
sarily demand for labourf 384-6, 
389-91. Supply and De- 
mand.) 

Desire, boiaadless nature of, 7, 280. 

Distribution, changes in, 89-94. 

Drawback, 223-4. 

Ef4inbm%h Review# on bounties, 
286-r. 

Encyclo|teedia Britannica, as to with# 
drawal of capital from cultiva- 
tion, 252 note* 

on Free Trade, 303 nhie. 

Exchange between nations, when at 
par, 127-9, 213-14. 

foreign, principles of, 128-130, 2t3. 

Exportation, (v. Bounties in Expor- 
tation.) 

l^armers, disadvantage to of rise in 
price of corn, 90-1. 

rent falls on consumer and not on 
farmer, 91-2. 

interest of in low price of profits, 
92, 298. 

tax on profits of beneficial to land- 
lords, 193-5. • 

pay more than due share of poor 
r^, 245. 

♦Fertility, inc’rease of not a necessary 
cause of increase of rent, 398, 
App. B. 

Foreign^ exchanges, 119-20, 128-30, 
213. 

Foreign Trade, relation of to profitsj 
109. 

regulated by |^aw of comparative 
cost, 1^4-15. 

how affected by alterations m price, 
151-3. 


Foreign Trade, effect in increasing 
riches and not value, 305. 
as advantageous as home trade, 
338-9. 

Fund of capital, for maiiitenance of* 
labour, 205. 

5nnds, r^ation between interest on 
and general rate, 285. 

Gold and Silver, vaiiable in value, 9. 
value ultimately determined by cost 
Iff production, ‘ 7, 173, 310-1. 
less variable in value than other 
commodities, 38. 

particularly suitable for monetary 
use, 64, 354-6. 

value of paper money dependent on 
their value, 82. 

alterations in manufacture affect 
their distribution, 119-20. 
difference in value of in different 
countrifs, 125. 

ultimate incidence of a tax on, 
172-9. 

ratio between gold and silver, 340. 
obligation to pay notes in gold and 
silver, only effective check on 
paper issues, 344. 

most perfect state of curreficy, 349. 
inconvenience of a double standai’d, 
357. 

checks against an excessive use of 
silver com, 359 iwte, 
on comparative value of gold, com, 
and labour, 361^. {v. Money, 
Currency.) 

Ground Rents, as suitable for neavy 
taxation, 184. 

Holland, manufactures of ruin-ed, ac- 
cordmg to Smith, by taxes on* 
wages, 210. 

rate of profits m, 273 note* 

Houses, effect of taxes on, 181, 
rent of houses distinguished from 
ground rent, 181. 
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Importation, effect of duties on, 29o- 
3J5. 

evd effect of such if high, 298-99. 

Iinprovements, efiect of improve- 
ments in manufacture on distri- 
bution of precious metals, 119- 
20. (v. Agriculture.) 

Income, taxes assessed on may not 
he paid out of, 131. 
how to obtain advantage of income 
tax without its disadvantage, 1 12. 

Interest, effect of accumulation on 
profits and interest, 272-84. 
low rate in Holland, 273 7uyje, 
connection with profits, 280, 282, 
351. 

history of legal rate, 281-2. 
causes of temporary variation in 
rate of interest of funds not cri- 
terion of general rate, 282-3. 
hank as lending money, below mar- 
ket rate, 352. (v. Profits.) 

Labour, original purchase-money and 
foundation of value, 7. 
want of coincidence between labour 
''in market and labour exerted in 
production, 9 

a variable measure, 9-11, 13, 409. 
effect of mechanical improvements 
on, 10, 11. 

different qualities of, 15, 16. 
direct or indirect, 17, 18. 
effect of ecCno'my in on relative 
value, 29, 21. 

productive and unproductive, 53 
nute. 

mobility of, 68- 

imnxobility of from country to 
country, 117. 

comparative value of gold, corn, 

on amount, not 
of fixed, but of circulating capital, 
387 note, (i?. Wages.) 


and labour, 351-9, 
demand for depends 


Labourers, their happiness* affected 
by relationsffbetween natural and 
market prKjes of labour, 71. 
supply a«fi demand of cause of 
rise or fa^J of wages, 73. 
rise toaj^es not necessarily in- 
crease of comf rt to, 78-9. 
effect on of introduction of ma- 
chinery, 377-84. 

interest of in mode of employment, 

os 

Land, proportional division of whole 
produce of Jie test a variatiorfin 
rates of wages, profit, and rent, 41. 
nature of rent of, 44, etc. 
effect of improvements in case of, 
57. 

objection to tithes that they increase 
with difficulty of cultivation, 
158. 

capital sunk in becomes amalga- 
mated w th, 246 7iote, 
capacity of for different produc- 
tions, 318. 

Landlords, how affected by agricul- 
tural improvements, 58» tiote, 
taxes on rent fall on, 154-6. 
benefited by tax on agricultural^ 
profits, 193-5. 

how affected by taxes on wages, 
216-18. 

interest of opposed to that of con- 
sumers and manufactures, 321-2. 
proportion of produce received by, 
397. 

Laud tax, injustice of if levied on 
acreage, 162. 

Lauderdale, Lord, on scycitj of 
value, 261. 

on bank notes, 359 Tiote, 
on scarcity and value, 373-6. 

Leases, effect ^ improvements, 
246. 

Loans, 228-230, 

Locke on a double standard, 257. 
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Luxuries, taxes on, 224-6. 

Machinery, effect or improTements 
in on value, 10. 

greater use of in oM than in new 
countries, 64 note. 
how beneficial to public, 35. 
effect of improvements in agricul- 
tural machinery, 

introduction of as affecting price, 
not profits, 111-12. 
effect of on value commodities, 
137. 

efiect pf introduction of on distri- 
bution of money, 197. 
general advantage of employment 
of, 377. 

effect of on portion of capitalist, 
378-9. 

and on that of labourers, 378-84. 
final effects of introduction of, 
•381. 

general conclusions as to introduc- 
tion of, 383, 

advantages of on accumulation of 
capital, h87-9. 

Malt, tax on, 237-9. 

Malthus, publication of Enquiry into 
Nature and Progress of Rent, 1. 
on value, 14, 

remarks on ‘‘post'" and value,” 
39 note. 

cit«l as to price of labour being 
indicative of needs of society, 
201 - 2 . 

errors of regarding rent, 392-420. 
three causes of rent according to, 
39 ^. 

inconsistency with regard to term 
real j)rice,” 408. 

Manufactures, improvements in as 
affecting disxribution of precious 
metalsr, 117-120. 

prices of home commodities higher 
in manufacturing countries, 422-31 


Manufactures, more subject to re- 
verses than agriculture, 248, 
bounties on exportation of do not 
alter natural price, 297. 
inconvenience of levying a tnx on 
at early stage greatly magnified, 
370-2, 

Manufacturers less affected by poor 
rates than farmers, 245. 
have no interest in rise of natural 
^ric-e of manufactures, 298-9. 

INlelon, 228 note. 

Mercantile system, evil effects off 
301. 

Mines, i;ent of, 45, 62, 315-16. 

Sniitli on rent of, 315-16. (u. 
Rent.) 

Mint, as to regulation of, 343-6. 

Money, variable, though tissumed to 
be invariable, 36, 40. 
variation* in its value do not affect 
the rate of profits, 43. 

•different value of in difierent coun- 
tries accounted for, 120-7. 
improvements in working of mines 
will diminish value of, 127 
demand for not a demand for a de- 
finite quantity, 173. 
value of coin varies with quantity, 
173, 340. 

alteration in value of affects diffe- 
rent commodities differently, 
190-1. 

effect of low value of, 212-13. 
the medium of exchange, 27,*. 
Smith’s view that the value of 
money partially degraded by**a 
bounty on exportation of corn. 
295. 

principles regulating paper money, 
340-51. {v. Gold and Silver , 

Currency. 

Monopoly, definition of monopoly 
price, 234-6. 

evils of in colonial trad^, 332. 
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IMonopoly, why monopolized commo- 
dities vary in value, 376, 

^National Debt, elFects and evils of 
if large, 226-^3^2. 
best mode of diminishing, 233-4. 

Nature, assistance of in agricul- 
ture and in manufacture, 53 
note. 

Necessaries, gradual rise in prire of, 
78. 

effect of taxes on, 217. 

Net, net and gross revenue distin 
guished, 336-7, 

Panics, universal effects of, 248. 
no security for banks against, 316. 

Paper money, whole charge for such 
seignorage, 341. (r. Money, Cur- 
rency.) 

Pitt,^lr., as to relief of the poor, 
84 note. 

Political economy, principal problem 
of, 1. 

Poor laws, effect of, 83. 
advantages of local as against 
ceaCml systems, 83. 
abolition of considered and ap- 
proved, 85. 

Poor rates, varying incidence of, 
242-3. 

levied on improved value of land, 
244. 

Popmation, increase of a cause of 
rise in rent, 47-49. 
rate of increase of, 73. 
relation to wages, 400-3. 
increase of in America as com- 
pared with England, 403. 

Precious metals, gold and silver sub- 
'^ject to fluctuation, 9. 
variability, 63-4. 

less variable than most other com- 
modities, 64 


Precious metak. relations between 
in poor am rich countries, 362, 
etc. fu. Gold and Silver.) 

Price, deniiinon of price by 
Swith, 7 

effect of variations in value of 
money on price, 40-1, 146. 
detei^ined by final coit, 54. 
rent not a component part of, 55, 
effect of improvements on price, 57, 
112 . 

cause and c^isequences (ft tem|io- 
rary variations in, 65, 
distinction between natural and 
market price, 65-9, 
rise or fall in price not produced 
by rise f>r fall in wages, 81-2, 
113. 

why prices gf home commodities 
are higher in manufacturing 
countries, 123-4, 

effect of tax on raw produce on 
price, 137. 

rise of owing to increase of money, 
146. 

effect on foreign trade of alteration 
in prices, 151. 
monopoly price, 234-6, 
regulated by least fertile mine, 
317. 

its ultimate determinants not Sup- 
ply and Demand, 373, 
high price not a cause (# rent, 
395-6. 

Produce, tithes fall on net but in- 
crease witli gross, 158. 
difference between increase in 
gross and net, 237-9. 

Production and Consumption, rela- 
tion between, 273. 

Productions, monopolized produc- 
tions, 224. (?r Taxes.) 

Profits, alterations in consequent 
on alterations in value of labour, 
€ 8 . 
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Profits, I».te of unaffected by varia- 
tions in value oumoney, 4$. 
affected by amounipof circulating 
capital, 65-9. 

tendency of to fall progress, 
78-9. 

interdependence of wages and pro- 
fits, 87-8, 97, 105, 107, 113, 124. 
effect on of rise in price of corn, 
90-2. 

depend on amount of labour needed 
to produce necessaries, 98-107. 
^•ffeot of foreign frame on, 109, 112. 
in different countries, 113-4. 
no effect on rate of through influir 
and efflux of money, 124, 
taxes on considered, 186-97 
taxes on wages virtually taxes on 
profits, 111. 

effect of accunmlaticyd on profits 
and interest, 272-84. 
loY rate of in Holland, 273 note, 
effect on accumulation of rate of, 
274, 

rate of difficult to determine, 
280-4. 

high profits favourable to accumu- 
lation, 320. 

I’rovisions, causes of high price of, 
142-3. 

Rate, meaning or when applied to 
wages, profits, and rent, 41, 

Rate of intere.^ and State control, 
281. 

of interest and profits, 2B2. 

Kent, definititm of, 41, 
confusion with profits, 44-5. 
ambiguous use of term by A. 

Smith, 45* 
of mines, 46, 62-3. 
historical origii^ of, -16. 
determined by unequal returnn to 
successive application of capital, 
48-9. 


fftnt, a necessary payment, 51-2, 
268. 

payment of not a cause of wealth, 
54. 

the effect of increasing wealth and 
population, 54. 

does not enter into price, 55, 31.5. 
effect of agricultural improvements 
in, 56-60, 405. 
defined as a difference, 138. 
dif^inguishod into ground rent and 
building rent, 155. 
distinction between building and 
ground rent, 181- 

gi'ound rents not suitable for t*x- 
clusive taxation, 1 83. 
tax on falls on landlord, 242. 
examination of Smitli’s opinion on, 
312-14. 

diminution of owing to increased 
fertilitjf 321, App. B. 
examination of Malthus* ooinion. 

on, 392-420. 
a transfer of value, 39 1. 
three causes of according to 51 al- 
tfius, 395. 

Revenue, effect of increased net 
revenud on accumiilatio , 3B7-H, 
distinction between gross and net 
114, 

R.ches, definition of, 25B. 
difference between rk lies and valut* 
i^y8*7L 

mode of increase o:^263. 

Say, J . B., citol as to use of natural 
agents, 46 note, 

m to n*gulation of price, 50 note, 
mistake as to relations between 
wages and price, 60 note, 
m to taxes on transfers, 135. 
error with regard to incidence of 
land tax, 167-8. 

error ns to taxes in kind and pro- 
poi'tional taxes, 169 
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Say, J. B., tliiJt the price of corn 'in- 
fluences prices of all other com- 
modities, 209 note, 
on plans of finance and the opera- 
tion of taxation, 218-26. 
as to effect of credit, 234 note, 
error as to incidence of* taxes Cb 
raw produce, 239-41. 
on the advantages of commerce, 
249 note. 

error as to value of silver, ^6^^ note, 
inaccuracies with regard to value 
and riches, 264-71. 
on competition of capitiils, 273. 
on public loans, 284. 
opinion as to relative profits of 
home and foreign trade, 301-5. 
on balance of trade, 303. 
on the relative advantage of large 
gross and net revenues, 335 mte. 
as to taxes levied at ^ early stage 
^ production, 370. 
on effect on price of laws of Sufply 
an^ Demand, 374-6. 

Seal city and value, 6 •note, 261. 
Seignorage, 341-60, 

Silver, disadvantages of low value of, 
2il\ (v. Gold andjSilver.) 
Simonde de Sismondi, 371, 

^Sinking funds, 233, 350-1. 

Smith, Adam, on value, 7. 
on real price, etc., 7, 360 note. 
his standards of value, 8, 9. 
difficulty oP comparing different 
%indfei of labour, 15 note. 
mistake as to relation between rise 
in wages and rise in price, 38, 39. 
on^rent, 45, 312-24. 
as to productive and unproductive 
labour, 53 note. 
on taxes on transfers, 135. 
in principles of taxation, 162, 
error with regard to incidence of 
land tax, 164. 

on tai^on of ground rents, 183. 


Smith, as to taxes on wf%es, 19S, 
etc, 

on inability ot labouring class to 
pay taxes, 198, 219. 
with regagd to taxes paid by 
farmers, 208. 

error as to taxes on necessaries, 
217-19. 

erro/^regarding tax oiftnalt, 237-9. 
on riches,’’ 258-63. 
mconsistency of in use of term 
“value,” 263. 

on competition of capitals, 273, 
error as to carrying trade, 278. 
difficulty in determining rate of 
profits, 280. 

with regard to bounties, 288-305. 
cited by some in support of high 
corn duties, 302. * 
on price ^f^coal and working of 
mines, 317. 

on high value of corn an(| low 
value of money, 322-3. 
on colonial trade, 325. 
on treaties of commerce, 327 
confusion of net and gross revenue. 
336-7. 

on foreign trade, 338. 
on banks and paper issues, 342, etc. 
error as to constant value of corn, 
363, 

on value of gola xn different coun- 
tries, ^64-9. 

Spain, consequenccft^of low ^alue of 
money in, 212. 

Taxes, nature of, 131-6. 
on monopolized and paijjtly mono- 
polized commodities, 224. (v. 
Wages, Produce, Necessaries, 
Profits, Rent, etc., Tithes, Land 
Tax, etc.) 

Taxation, effect of wh^ levii d on 
capital, 132. 

9 |i transfers of property, 134. 
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Taxauuu, principles 162. 

Tithes, considered, lo- 
injurious to landlord, 159. 

Torrens, cited, 74 note, %di note* 

Trade, revulsions in, 256-1. 
importance of free trade to Eng- 
land, 30$, (n. Carrying Trade, 
ForeigqiTrade.) 

Trading world, close connection be- 
tween countries in, 248* 

Turgot, cited, 221. 

Utility, a source of value but not a 
measure, 5, (v. Value.) 

Value, measures and causes of, 8, 56. 
corn a variable measute, 8-14. 
standards «f, 11-12. 
labour as measure of according to 
Smith and according to Ricardo, 
11-14, 65. 

dij6ference in reward of various 
,^kmds of labour, 15. 
indirect labour as deteradning 
value^ 18-19, 26-7. 
effect of difference of proportion in 
which fixed capital is employed, 
32-6. 

invariable standard of, $6-8. 
gold and its use as such, 37. 
determined by application of Libour 
undermost unfavourable circuni^ 
standees, 50. 

meaning and sources of, 56. 
amount of unaffected by foreign 
trade, 108. 

difference between value and 
riches, 258. (u. Price.) 

Wages, rise in wages does not effect 
value or price, 21, 82. 


4S5 

Wages, this modified by unequal use 
of capital, 2.3-31. 

unequal durability of, different 
portions of same, 32, etc. 
real value of, 42. 

normal 'natural) and market wages 
distinguished, 70-1* 
market, 71. 

effect of rise in on population, 71. 
effect of increase of capital on, 72. 
variability of standard of natural 
wages, 74. 

alterations in consequent* on two 
caiises, 75. 

differeftce between rise in wages 
and in rents in progressive so- 
cieties, 79. I 

gradual increase in real wages 
though not in comfort, 78-9, 
104. 

this rise ®ie same, whether gold 
produced in or outside* the 
country, 81. 

not to be fixed by State, 82. 
profits depend on wages, 87-8, 97, 
105, 107, 113, 124. 
a tax on equivalent to a tax on 
profits, 198. 

regulated by price of necessaTIea 
199-200. (v. Profits.) 

Wants, limitless nature of human, 
277. 

War expenses, should be met out of 
revenue, 231. 

Wealth of England, gi’owth of, X32. 

Wealth, increase in as affecting rent 
54. 

how the we, .1th of the countrir may 
be increased, 26$. 
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